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SUMMARY 


The research project 

This book is based on a research study carried out by the author in 1964 
and 1965. This study covered the budget systems in six manufacturing 
plants in the Netherlands, belonging to five different industrial companies 
in different industries: printing, metal products, textiles, electronics and 
food. The study used both an analysis of company records and extensive 
interviewing. Altogether about 90 first-, second- and third-line manu¬ 
facturing managers and about 50 controllers, budget accountants and 
work study engineers were interviewed: over 400 hours were spent in 
these interviews, which followed a structured pattern with both open 
and closed (pre-coded answer) questions. The research method was 
tried out in the first two plants and thereafter standardized for the re¬ 
maining four plants. The data collected in the interviews are partly 
qualitative and partly quantitative. The qualitative data consist of the 
interviewees’ comments, written down as literally as possible. The 
quantitative data consist of the coding of the interviewees’ answers 
where coding was possible and of data collected from company records. 
A selected part of the quantitative data was subjected to a statistical 
analysis (correlation and factor analysis) with the help of a large-scale 
electronic computer. The results of this statistical analysis were used 
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to test some hypotheses set before or in the beginning of the project. 
They were also used to explore the data as fully as possible in search for 
relationships which had not been predicted but which looked meaningful 
for understanding the functioning of the budget systems in the six plants. 
Most of the conclusions in this book are based upon this exploration; 
they are therefore tentative and do not have the value of scientific 
proof, but they can serve as hypotheses for further studies. 

The qualitative data and the statistically treated quantitative data were 
related to all relevant theoretical concepts available to the author, from 
the fields of accounting theory, the psychological theory dealing with 
motivation, and organization theory. The total investigation was guided 
by a systems conception: the budget system was seen as a part of the 
larger organizational system and having its own inputs and outputs. The 
purpose of the study can be interpreted as discovering the relationships 
between the inputs and the outputs of a budget system and explaining 
them in terms of different disciplines, mainly accounting, psychology 
and organization theory. The book is divided for this purpose into 
four parts: 

part I investigates the existing relevant theory; 
part II describes the research method; 

part III applies the theory and the data collected in the research to draw 
the picture of the input-output relationships of the budget 
system and to arrive at conclusions; 

part IV translates these conclusions rather freely into practical recom¬ 
mendations for those actually involved in the process of budget 
control. 

The budget system and its outputs 

Not everything covered by the term ‘budget’ is included in the subject 
of this book. The interest of the project was in budgets as financial plans 
and in all financial standards and objectives for current operations. It 
also included technical, non-fmancial efficiency standards, at least to the 
extent that these were not primarily set for determining workers’ 
wages but for determining managerial efficiency. The non-fmancial 
efficiency standards are the bricks the budget structure is built from. The 
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study did not include investment or capital budgeting: it was limited 
to budgeting for current operations. 

The outputs of the budget system which are considered in this book 
(see Chapters i and 7) are not the outputs in terms of accounting, like 
profit forecasts or budget variance reports. What is considered an 
output here is a contribution to the final goals of the organization. The 
final goals involved are assumed to be profitability in the interest of the 
stockholders and also the well-being of employees of all ranks. The 
contributions of budget systems to these goals which were measured in 
this study are the motivation of managers to better performance (as a contri¬ 
bution to profitability) and their job satisfaction (as a contribution to 
their well-being). An implicit issue in the total analysis is the conflict 
between organizational control and individual autonomy which is 
present in any management control system and which cannot be seen 
separated from the democratic ideals of large parts of present-day 
society. It has its implications for both the motivation and the job 
satisfaction of the people who were interviewed, but also for the author’s 
attitude towards the total study. 

The budget system’s contribution to motivation is studied against the 
background of the psychological theory of job motivation. The moti¬ 
vation of a budgetee (a manager working in a budget system) is split 
into two components: the relevance of budget standards to the budgetee’s 
tasks, and the attitude of the budgetee towards the system. Actual 
motivation to fulfill budgetary standards depends first of all on the 
relevance component; the attitude component can either reinforce or 
counteract the relevance component, but it cannot motivate by itself. 
In the context of job satisfaction of budgetees as an output of a budget 
system not only their satisfaction with their jobs in a narrower sense but 
also their feelings of pressure and anxiety in their jobs are considered. 


Inputs of a budget system 

A number of inputs into a budget system are related to the outputs of 
relevance, attitude and job satisfaction. Some of these were predicted on 
the basis of common sense or of research work by others and were 
found accordingly; other inputs were identified in the exploration of the 
data in this study. The inputs are classified and the various classes of 
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inputs are described in the chapters 8 through 14 of Part III of the book. 
The first class of inputs deals with the policy of setting budgetary stan¬ 
dards tightly or loosely. The fact that standards are set can have a very 
real meaning for a budgetee’s achievement motivation. Need for achieve¬ 
ment is a powerful motivator. In order for a standard to function as a 
standard for achievement it should be tight, so tight that there is a real 
risk of its not being attained. This means that there should be a difference 
between such standards and the performance actually expected which is 
used in coordinating budgets in the accounting system; On the other 
hand it appears that standards which are so tight that they are seen as 
impossible destroy motivation. An important role is reserved for the 
budgetee’s superior to judge what level of standards an individual 
budgetee can tolerate. Interesting results have been obtained by com¬ 
paring budgetees’ evaluations of their departments’ performance to the 
official performance data in the budget variance reports. In some plants 
the standards appear to be well ‘internalized’ and to agree with people’s 
personal evaluation standards; in others they are not internalized at all. 
Besides the level of the standards other factors play a role here as well. 
These are illustrated in case studies. 

Another class of inputs into budget systems deals with the process of 
participation in the setting of standards by the budgetee. There appears 
to be a difference in budgetees’ reactions to participation in financial 
and in non-financial standard setting. Budgetees who have no experience 
in participation in financial standard setting (most of these were first-line 
managers) generally do not desire it. If they do participate, however, 
they appear to be much more motivated to fulfill the financial standards 
that are set. Participation in the setting of non-financial (technical) 
standards or objectives is considered a prerogative of any manager: they 
feel dissatisfied if they are not enough involved. The reaction of a bud¬ 
getee to participation can be shown to be influenced, by his personality 
or culture: authoritarians are less motivated by participation in budget 
setting than non-authoritarians. 

The inputs into a budget system by the controller’s department and work 
study staff consist of a technical contribution and a personal contribution. 
Both appear to have more negative than positive potential: the staff 
departments can easily have a negative impact upon the functioning 
of a budget system, but their possibilities for positively influencing 
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motivation are limited: this depends much more on the superiors of the 
budgetees in manufacturing management. In the technical part of the 
staff’s task the most important condition is that accounts follow re¬ 
sponsibilities. Although this is self-evident and denied by nobody, it is 
not always done. Assigning responsibilities in accounting terms can 
even be rather difficult and increasingly so with the development of 
organizations towards greater interdependence between their parts. The 
effect of the periodic management information, sucn as budget variance 
reports, which staff departments produce, appears to depend strongly 
on its being accompanied by personal two-way communication between 
staff and line management and even more between the budgetee and his 
boss. For the staff’s contribution to good personal staff-line communi¬ 
cation it appears to be most important that the staff man is a competent 
specialist and that he tries to behave tactfully. 

There are some interesting differences in attitude between staff people 
and line managers in general which undoubtedly play a role in their 
mutual communication. Staff people tend to assume more of a spectator 
role, identifying less with what goes on on the shop floor; they also 
have different satisfactions and frustrations in their jobs than line managers 
have. From a point of view of personnel management the staff people 
in this study appear to be somewhat less well managed than the line. The 
fact that the staff has more scope in spoiling than in improving the 
functioning of a budget system may be rather frustrating to staff people; 
the way to overcome this frustration is for the staff to conceive of its 
role as one of education. 

Of all inputs into a budget system the behavior of the budgetee’s boss 
bears the most crucial relationships to its outputs. The boss in his turn 
depends on his superior, so this type of influence often works plant-wide, 
however modified by the managerial skills of individual middle-level 
managers. Superior-subordinate communication can be shown to 
influence budget motivation through frequent person-to-person contact 
about budget results and through the use of budget results in perfor¬ 
mance appraisal. In these cases the increase in motivation will easily 
be accompanied by an increase in pressure feelings in the budgetee: he 
will be motivated mainly by outside pressure. This pressure may disrupt 
teamwork between budgetees and lead to undesirable effects like scape¬ 
goating and fighting the system. Superior-subordinate communication 
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has positive effects on motivation without pressure symptoms when 
it uses group methods of leadership, like the use of department meetings 
and most important of all, the creation of a game spirit or an atmosphere 
of sportsmanship around attainment of budgetary goals. The game spirit 
represents motivation of the budgetee ‘from within’. It depends strongly 
upon the leadership skills of the budgetee’s superior, but also upon the 
way the system is organized: it presupposes a certain amount of free 
scope and the absence of rigidity, because a game requires a free area 
to play in. The motivation of adults through games is a neglected area 
in psychological theory; it could be called a blind spot of psychology, 
which is surprising because in daily life the motivating forces in game 
situations can be observed widely. The significance of game situations 
for our society as a whole has been shown most clearly by the Dutch 
social historian Huizinga, whose essay ‘Homo Luiens’ has inspired the 
conclusions in this study about the game aspect of budgeting. Techni¬ 
cally the necessary scope in budget control systems to permit the game 
spirit to operate can be created by the application of statistical techniques 
similar to those used in quality control, like the use of control limits. The 
use of statistical techniques in budgeting is still quite rare. None of the 
five companies which were studied in this project used them, so that 
this book cannot report on empirical evidence of their effect. Their 
use is more meaningful for the larger corporation than for the small one. 

All inputs into the budget system mentioned so far were internal inputs: 
they could be influenced by management. As budget systems are open 
systems in interaction with the environment outside the organization, 
we must also take account of external inputs. One group of external 
inputs consists of the type of people available as budgetees. Their age 
and generation are important: younger people appear to be more figure¬ 
conscious and more independence-oriented. Their length of service 
in the job will also influence the degree to which they make use of the 
figures offered to them: budgetees subjected to a system of job-rotation, 
who are more recent in a job, will automatically have to rely more on 
the figures for lack of experience as an alternative way of controlling 
their departments. The personality and the cultural background of the 
budgetees play a role, for example their ‘job involvement’: the inner 
urge to work hard and have tight goals for achievement. Another group 
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of external inputs is given through the technology of the plant, the cost 
structure of its products and the managerial climate created by its top 
management, who in their turn are influenced by the market they are 
operating in. The micro-analysis of management processes within the 
plants can be made more meaningful when supplemented with an 
interdisciplinary macro-analysis of forces working on the plant as a whole. 
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Part I - The Research Subject 


CHAPTER i 

CONTROL. AUTONOMY AND THE BUDGET PROCESS 


Summary of this Chapter 

The budget control process is one of the forms of management control in general. 
Management control is a necessity for a business. To understand how manage¬ 
ment controls, I am presenting some interview data, which clearly demonstrate 
that control is spread over all levels in the hierarchy: it does not onlv reside at 
the top. * 

Management control within an organization can conflict with the individual 
members desire for autonomy. The control-autonomy balance is of particular 
interest to social scientists today. It was of particular interest to me in studying 
budget control processes. 

Two inputs into budget systems dealt with the control-autonomy balance, and 
both of them appeared meaningful for the way a budget system functions. One 
input is the amount of participation of lower-level management in the setting 
of the budgetary standards. The other is the creation of an atmosphere of 
sportsmanship around budget fulfilment: a game spirit among budgetees which 
presupposes some free scope for them in budget fulfilment. The importance 
of this latter input has become the main theme of this book. 

Control 

To an increasing extent the success of a business depends on its manage- 
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ment. The essence of management is that it gets things done through 
its relationships with other people. The effectiveness of a manager depends 
on the impact of these relationships on the others. The fundamental 
organizational link between the manager and die other people is the 
control process, hi order for an organization to be successful, its control 
processes must be effective. What has to be done must be done at the 

right time, in the right way, with the right quantity and quality, and at 
the right cost. 

Control is not limited to one level in an organizational hierarchy, e.g. 
top management. Control in various ways and to various degrees can 
be located at all organizational levels. ‘Control’ in this sense is partly 
synonymous to the concepts of power*, ‘say’, authority and, especially 
influence (lannenbaum, 1962 and Mechanic, 1964)*. It is definitely 
not synonymous with its original meaning in French: inspection. In 
several European languages, as in the writer’s mother tongue, Dutch, the 
same word exists, but it has kept the original French meaning. This is a 
rource of frequent misunderstandings in translations from the English. 3 
The research project described in this book provided an enlightening 
picture of the various ways in which control can be experienced. In a 
number of interviews with lower-level line managers and their staff 
counterparts, I used the ‘control graph’ as a research tool (Smith and 
Tannenbaum, 1963; Bowers, 1964). The method itself is described in 
Appendix A. It implies the question: “In general, how much say or 
influence do you feel . . . (e.g. top management, first-line managers, 
workers) have on what goes on in . . . (in this case I put: this plant)”, 
and the answers were scored on a five-point-scale. After having received 
some spontaneous comments from interviewees explaining their choice 
I decided to add another question: “What kind of influence were yotl 
thinking of while answering the previous question?” Altogether 78 
persons contributed this time, and I analyzed their answers. Some 


literature r H sound about it. There is still a taboo in management 

Vtoorim A T 1 TT u ' ' the P ° Wer PrOCCSS in i* like sex in the 

(06,r 1 fl, m I e T °, 7 ° WS ab ° Ut but nobod >' ever talks about it” (Dale, 

and LrJted r n f U i der ( ‘ 9<53 “ d Iy65) ,us P ointed "> P°wer taboo 

and conducted research which shows the importance of power as a motivating factor. 

3 Th S ° 57 vanetles m the connotations of‘control’ is given bij Rathe (i960) 

are ‘hi! “° “T* of ‘ contro1 ’ in the Dutch language. Possible translations 

are beheer , or (in combinations like ‘quality control’) ‘beheersing’. 
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people gave more than one answer; altogether there were 135 contri¬ 
butions. They could be divided into 6 groups: 

1. Legislative decision-making ( 20% of the answers) , 

This implied the setting of rules, policies, methods, standards; decisions 
to invest and to enter a market. 

2. Operational control (29% of the answers) 

Playing one’s role in the organizational process. This implied per¬ 
forming, producing, working up to standards, avoiding mistakes, 
giving support. 

3. Hierarchical authority (12% of the answers) 

This was the area of formal leadership and disciplinary action. 

4. Participation in higher management decisions by communication on the 

shop floor (13% of the answers) ... , . 

This included group decisions, department meetings, being consulted 
by one’s superiors, having a superior who listens to one’s suggestions. 

5. Participation in higher management decisions by joint consultation (7 /o ot 

the answers) , , 

In Holland, every enterprise employing over 25 people is obliged by 
a law, dating from 1950, to maintain a Works Council, in which 
chosen representatives of the workers and the various levels of mana¬ 
gement meet with top management; however, this Works Council 
has no d arlin g power. The answers in this group dealt with these 
Works Councils. 

6 . Personal, informal influence (19% of the answers) 

This implied informal contacts, knowing people personally, influen¬ 
cing the atmosphere of the plant or department, enthusiasm, conflict, 
the strength of one’s personality. 

Out of this list, 1, 2, and 3 are roughly similar to the ‘legislative’, ‘ad¬ 
ministrative’ and ‘sanctions’ processes described by Morse, Rentier and 
Tannenbaum (i 95 i)- 4 Recently, Anthony (1965) has devoted a booklet 
to a classification of ‘planning and control systems. He distinguishes 
between ‘strategic planning’, ‘management control and operational 
control’. His strategic planning and management control are both 

* Other analyses of control processes can be found in Bakke (195°) “d Argyns (e.g. 
1964 ). 
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covered by my group i. His operational control is defined as “the process 
of assuring that specific tasks are carried out effectively and efficiently” 
and comes close to my group 2 (my choice of the name ‘operational 
control’ for this group, made long before Anthony’s work came to my 
attention, points to an encouraging parallelism in thinking). 

The limited percentage in group 3 - answers dealing with hierarchical 
authority - confirms the thesis of several writers, e.g. McGregor (The 
Human Side of Enterprise, i960) about the inappropriateness of hier¬ 
archical authority as a means of control in modern industry groups. 
4 and 5 are presently a topic of high interest in Holland (e.g. Meynen 
1961, Lammers et al. 1965), but also in other European countries (e.g. 
Kolaja, i960, Irle, 1963) and in the United States (e.g. Seashore and 
Bowers, 1962, Patchen, 1965). Category 6, inasfar it applies to the 
lower levels, is amply discussed by Mechanic (1964). It will be clear that 
our 6 categories of control were not evenly associated with all organi¬ 
zational levels. Legislative decision-making (1) had its peak for higher 
management; hierarchical authority (3) for first-line managers; operational 
control (2) and participation (4, 5) for workers. Informal influence (6) 
was relatively important for both higher management and workers, 
less for first-line managers. Staff departments were seen as exercising 
influence mainly by 2, 4 and 6. 

We may now try to formulate a definition of control. Tannenbaum 
(1962) defmes control as follows: “ . . . any process in which a person or 
group of persons determines, i.e. intentionally affects, what another 
person or group or organization will do”. To include more clearly 
operational control and also impersonal control processes, I will adapt 
this definition as follows: Control within an organizational system is the 
process by which one element (person, group, machine , institution or norm) 
intentionally affects the actions of another element ”. 5 Control is defmed here 
as a process. The word ‘control’ is also used for the condition to which 
this process leads: a manager can possess control; his business can be 
under control’. This meaning of ‘control’ is used by Drucker (1964) 
who also stresses the difference between the singular ‘control’ and the 
plural ‘controls’. ‘Control’ with Drucker is an end, ‘controls’ are the 
means or tools to achieve this end. 

In the case of machines etc., the intention is, of course, given by the designer of the 
system. 


II 




Autonomy 


As soon as the actions of people are controlled, there arises a controversy 
between control and individual autonomy. Organizational success asks 
for effective controls, i.e. a high degree of control in the Drucker sense. 
It is not this same condition reducing the people controlled to cogwheels 
in a machine, to yes-men, to ‘organization men’? Is it not basically 
incompatible with the ideals prevailing in a democratic society ? 

Some people try to deny this conflict, arguing that in business, at least, 
there is always enough room left for free action and initiative of the 
controlled. It may be that this is often the case, but again the reason may 
be that perfectly controlled business organizations are still rare; this 
fact does not refute the basic character of the conflict. It would be 
surprising if it did, for the conflict between control and autonomy is as 
old as organized human group life. Plato dealt witlf it 2300 years ago 
(‘Politeia’); Rousseau discussed it 200 years ago (‘Le Contrat Social’). The 
conflict has probably become even more acute in recent years. This is 
because of two opposing tendencies. On the one hand, technological 
development tends to limit the amount of autonomy left to large groups 
of workers in their jobs (Boers, 1962; Buiter, 1964), and organizations 
are developing more sophisticated and more perfect controls. On the 
other hand, there is a worldwide tendency toward democratization. 
The masses have reached maturity, social norms are shifting in that 
absolute dependence is no longer accepted; peoples ask for their share 
in shaping their own destiny. This development is not confined to 
business; we see it in world politics, in the family, in the church. (Evan, 
1963; Groffen, 1963; Slater & Bennis, 1964). 

The sharpening of the control-autonomy conflict in business has aroused 
modern prophets to defend the individual against organizational control: 
we can think of W. H. Whyte’s The Organization Man (1956)» of 
Argyris’ ‘Personality and Organization’ (1957). 

From our previous discussion of the concept of ‘control’ we should recall 
that control by people at different levels within an organization is a 
matter of degree. This is clearly expressed by the six categories of control 
mentioned before: four out of the six are open at least as much to lower- 
level participants as to higher levels (the categories 2, 4, 5 an d 6). How¬ 
ever, their contribution to total control is relatively smaller (sec the 
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Control Graphs in Appendix A). The conflict between control and 
autonomy is more precisely the conflict between the degree of control 
available to each member of the organization and the degree of control 
desirable to him. 

In parallel with the definition of control given before, we can define 
autonomy as “The degree to which a person within an organizational system 
is able to affect hts own actions and environment”. Autonomy clearly implies 
to some extent the exercise of control over others. 11 Like control, auto¬ 
nomy has its part synonyms: in this case independence, freedom, self- 
determination, initiative, self-expression. 


Reconciling control and autonomy 

Social researchers have tried to reconcile control and autonomy. Using 
the Control Graph Technique, Tannenbaum (1962) has proved that 
11C total amount of control within a given organization is not limited: 
control for one level in the hierarchy is not necessarily won at the cost 
ot another level s control. On the contrary, in a number of cases there 
is a positive relationship between the control of a superior and that of 
us subordinates. Participation processes (my control category nr. 4) can 
ead to improved legislation (nr. 1.) and operation (nr. 2). In these cases, 
the total amount of control in the organization tends to be positively 
associated with organizational effectiveness. 

Researchers have investigated the motivational aspects of autonomy. 

hey have tried to prove that a control process which kills individual 
initiative is defeating its own ends, as it is frustrating the motivation of 
the controlled to really perform; and by asking for individual initiative 
one actually improves organizational performance (Coch & French, 
1948 ; Likert, 1961, van Beinum, 1963 ; Hutte 1966). To a certain extent 
they have been successful. On the odrer hand, situations are known in 
winch inmative-killmg controls work very well (Argyris, 1958; Klein 
1965 ). Also, sometimes increased autonomy does not lead to higher 

‘ Autonomy and control both arc relative concepts. Muider (1963) puts if “Inter- 

aT: H “ TT rC ' Jt 7 POW " : A »«" power over B, than B Hr 

(P . , Y C COU d Speak of autonomy to the extent to which A has more power 
A> (I966 ’ PI2) ^enhes relative autonomy as a practical 
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motivation and performance (Vroom, 1959; French & Israel & Aas 
i960). The relationship between individual autonomy and organizational 
performance is by no means a straightforward one. 

One might classify ‘decentralization, as it is practised by the larger 
business corporations (by product and geographical area), as another 
attempt at reconciling control and autonomy. Top-level management 
defends it on effectiveness grounds: speed of decisions (Bonham-Carter, 
1958). But obviously it is also in line with general democratizing ten¬ 
dencies. Within themselves, however, the decentralized umts are gene¬ 
rally still so large, that for the lower echelons of the organization the 
increase in autonomy is nonexistent. 


In summary, what research and experience can teach us is that control 
and autonomy are neither fully conflicting, nor fully consonant. In any 
practical organizational solution we have to deal with both phenomena. 
One would like to maximize both control and autonomy. It is doubtful 
if this would ever be feasible, were it only because of the mathematical 
impossibility of the simultaneous maximization of two functions of the 
same variables. So the problem becomes one of optimizing: finding a 
solution giving an optimal balance of control (as a prerequisite for 
business effectiveness) and autonomy (as a consequence of our demo¬ 
cratic ideals). It is well to remember that in the last resort what we call 
optimal is a matter of ideology. Managers cannot escape from ideological 
choices, and even social researchers are influenced by them. 7 


The limits of the study: the impact of budgets on lower-level manufacturing 
management 

The research study described in this volume originated from conscious¬ 
ness of the control vs. autonomy polarity. It was designed to investigate 
management control processes on the one hand, and the possibility of 
individual autonomy within these processes on the other hand. As the 
investigation field so defined would be far too wide, three limitations 
were applied: 

7 In Europe, however, the ideological dilemma of the social researcher is sometimes 
exaggerated. See e.g. Bolle de Bal, 1965, and Hutte, 1966, p. 84. 
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i. The budget control process was selected as the particular part of manage¬ 
ment control to be studied. The researcher knew the budget process 
from inside experience; in an existing organization, he had felt and 
observed both the beneficial and the adverse effects of a tightening 
of budget controls. Besides, the budget process as a field of investi¬ 
gation was attractive because it has to do with something measurable. 
Budget levels and budget performance can basically be expressed 
in figures. Measuring is always a tricky problem in organizational 
research; it is a rare chance to find such easily available data. 

To avoid misunderstanding, let me specify here what I mean by budget 
control’ as it was investigated: 

a. The interest of the project was in budgets as financial plans, in bud¬ 
geting as planning translated into monetary terms. Budgeting has 
another face: that of forecasting. Forecasting is not management control, 
but just a way of supplying useful (though uncertain) information. As 
planning, budgeting is control: trying to shape the future. It was 
planning, not forecasting, which the project focused on. 

b. Budgets are used both for investments and for current operations. 
The project, however, was limited to the study of control through 
operations budgets, not through investments budgets. 

c. Budgets are based on standards, both financial and pre-financial, i.e. 
technical: quantities, hours, percentages, quality levels. Standards are 
the bricks the budget structure is built from. So these standards had to 
be included in the investigation. 

2. The study would be limited to manufacturing organizations, the 
author’s own experience being in this field. Within the manufac¬ 
turing organizations, it would mainly look at line departments 
in which both the input and the output were largely measurable. 

3. Interviews would concentrate on first-, second- and third-line man¬ 
agers. Several studies have been devoted to the impact of controls 
on rank-and-fde employees: either tied up with financial incentives 
(e.g. W. F. Whyte, 1955; Marriott, 1957) or apart from financial 
incentives (e.g. Morse & Reimer, 1956; Dalziel & Klein, i960). 
Studies of the impact of controls on lower-level management are 
less frequent. On the other hand, the effect of a superior’s behavior 
on his subordinates may be very much dependent upon the way this 
superior is controlled himself, for example upon his influence with 
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his own superiors (Pelz, 1951) or upon the decisions he is allowed to 
make independently (Van Beinum, 1963, partly described in English 
m Reinoud, 1961/62). The human implications of the conflict between 
control and autonomy may be all the more severe at the lower and 
middle management levels (Kahn et ah, 1964). I might even have gone 
higher up in the organizations and concentrated on top management, 
but I wanted to stay with the controlled rather than with the con¬ 
trollers. So this justified the choice of first-, second- and third-line 
management as a research field. 


The input-output model 

Budget control is exercised through definite systems which are part of 
the larger system which is the organization of the enterprise. Systems 
like the budget one must be studied on the basis of their inputs and their 
outputs. They are set up with certain purposes and the degrees to which 
they fulitll these purposes are their outputs. Management’s contributions 
to the functioning of the systems as well as the external conditions which 
influence them are the inputs. The research project can be interpreted 
as analyzing the relationships between the inputs and the outputs of 
budget systems. 

I chose as the outputs of budget systems: 

1. Their contribution to the profitability of the company, at least that 
part of it which depends on the motivation of those performing 
against the standards to perform as well as they can. 

2. Their impact upon the well-being of the people working in the 
system, measured by their job satisfaction and their signs of pressure 
and anxiety. Studies of organizations often consider the well-being 
of employees only to the extent that it can be proven to contribute 
to the profitability of the enterprise. In this case I am treating the 
well-being of the people in the system explicitly as an output in itself, 
even if it is not related to improved profitability. In this I follow 
the Charters of several modem corporations, which stress the corpo¬ 
rations’s responsibility for both the interest of stockholders and of 
employees (not to mention other interested groups like suppliers 
and customers). 
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Participation in standard-setting 

As to inputs, the ones I was most interested in were those influencing the 
bfl nce between individual autonomy and management control. I as¬ 
sumed that this balance would be influenced strongest « the process of 
getting of budget standards. This is the ’legislate’ element m the 
budget process. The setting of a standard is a distinct decision m winch 

various levels of management and even non-supervxsoryemployee^my 

participate to various extents. My starting hypothesis was that die 
amount of participation of lower-level management in standard-setting 
would be an important input into a budget system leading to higher 

r£Tudy 0 pro e gres”d, I developed some doubts as to the importance 

rf participation in budget-setting for motivation From the mterviews 

I had with lower-level line managers it became clear that many o 

£ participate much in budget-setting, were still on die whole 

well motivated to perform, and seemed not at all eager to have their 

amount of participation increased. The final statistical an ysis o my 

dTta showed where I had been led astray. In the first place we mus 

distinguish between the setting of financial and of pre-financial,techmca 

SSs Participation in the setting of financid standards is in general 

rather alien to those lower-level managers who have never experienced 

it Once they participate, however, it does have a strong effect on the 

motivation to fulfill the budget. Participation in the setting of 

standards is quite normal to all managers and they feel strongly that they 

v Id participate here. If they do not, they feel less job satisfaction, but 
should participate nere. y infllimces their motivation. 


_1 J 


The game aspect of budgeting 

In the course of the study the importance of another input into the bud¬ 
get system became more and more apparent: an input mfluencingboth 
motivation and job satisfaction and dealing with the control-autonomy 
balance as well. This was the general atmosphere around budget pro¬ 
blem" in a department, which was strongly influenced by the way m 
which the superior of the budgetee (the manager responsible for a budg .) 
handled the feedback on results. This is not the legislative, but the 
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CHAPTER 2 

BUDGETS IN ACCOUNTING THEORY 


Summary of this Chapter 

This chapter shows what I believe to be the major issues in the present accounting 
theory of budget and standard cost control It starts with some data from the 
history of budgeting on both sides of the Atlantic . It analyzes the various 
functions and the various types of budgets; the relationship of budgets to 
non-financial efficiency standards and to costing systems. It distinguishes 
between the ‘European and the ‘American system of budgeting. It deals with 
variable versus fixed budgets and with a classification of budget variances; with 
management information systems and cost reduction drives; and with the role 
of the budget staff and the line departments in a budget system. This chapter 
also highlights some assumptions in the accounting theory of budgets about 
human behavior. I am trying to show that although accounting theory is ( neutral* 
about human behavior and accepts psychological data as fixed constraints, it 
does, in fact, not escape from making assumptions here. In as far as these may 
be false , the value of the accounting theory built on it is suffering. 

Historical notes 

The English word ‘budget* stems from the French ‘bougette’ 1 , a leather 
bag or large-sized purse, which travellers in former centuries hung on the 
Footnote on page 20. 
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saddle of their horse. The treasurer’s ‘bougette’ was the predecessor of 
the small leather case from which the finance ministers in countries like 
Britain and Holland still present their yearly financial plan for the state. 
So the meaning of the word ‘budget’ shifted to the financial plan itself, 
but originally only for governments and, metaphorically, for private 
persons. 

The use of budgets as financial control tools for the business enterprise 
is historically a rather young phenomenon; it seems to date from around 
1920. 2 In the United States, early budgetary principles were clearly 
derived from the budget technique in government (J. O. McKinsey, 
‘Budgetary Control’, 1922, quoted in Reinoud, 1965; Becker & Green, 
1962). Paradoxically, this happened in a country where governmental 
budgets were introduced much later than in Europe (only in 1921), 
because precisely their novelty got them more attention from the business¬ 
men (Limperg, 1965 and A. Mey, 1951). The other source of budgetary 
principles for business in the United States was the Scientific Manage¬ 
ment movement, which in the years between 1911 (F. W. Taylor’s 
famous Testimony Before the Special House Committee) and 1935 was 
conquering the United States’ industry. Budget Control Systems can 
be seen as a logical extension of Taylor’s Scientific Management from 
the shop floor to the total enterprise. Large-scale applications of budget 
control in U.S. started probably in the depression years after 1930. In 
1941, the results of a detailed survey of the organizations of 31 well- 
established U.S. companies, employing a total of 850.000 people, were 
published (Holden, Fish and Smith: ‘Top-Management Organization 


1 In Mediaeval French ‘bolgete’, diminutive of ‘bolge’, vulgar Latin ‘bulga’, all meaning 
a leather bag. The English ‘bulge’ and the verb ‘to bulge’ stem from the same origin. 
There is wry humour in this for those having a budget but not feeling exactly ‘bulging 
with money’. There is still an obscure use in the English language of the word ‘budget’ 
for the contents of any bag, i.e. ‘a collection of things’. 

8 The Concise Oxford Dictionary i960 still only refers to ‘budget’ as: the British 
Governmental budget, or a private person’s budget. The Petit Larousse 1949 also 
mentions the use of budgets for Governmental bodies and private persons only, but 
in the 1961 edition the concept ‘controle budgetaire’ appears, related to the industrial 
enterprise. The Concise Webster Dictionary 1964 of the American language, however, 
quite generally describes a budget as “a plan adjusting expenses during a certain period 
to the expected income for that period”, without referring to any particular field of 
application. 
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and Control’). Out of these 31, 16 companies used budgetary control 
in some form, or roughly 50%. In 1958, the results of another survey 
(Sord and Welsch, ‘Business Budgeting’) were published. Budgets 
appeared now to be used for over-all control of company performance 
by 404 out of 424 companies participating in the study, i.e. about 95%. 
In Europe, the idea of budget control for business was already formulated 
by the French organization pioneer Henri Fayol (1841-1925). It found, 
however, little application. A practical stimulus came from the ideas 
of the Czech entrepreneur Thomas Bata (1876-1932), who introduced 
the so-called departmental profit-and-loss-control, a kind of artificial 
free market economy as a tool for decentralizing his international shoe 
company into a federation of independently run small businesses. The 
inheritance of Bat Vs ideas can still be traced in Europe (Groot, i960). 
The main inducement for the development of budget control in Europe, 
however, came from across the Atlantic. 

In the Netherlands, the pioneer of budget control has been the inter¬ 
nationally known Th. Limperg (1879-1961), Professor of Business 
Administration at Amsterdam University from 1922-1950. His Collected 
Papers have recently been published (Limperg, 1965). He started teaching 
Budget Control in 1925. Applications before World War II, however, 
were limited to a small number of farsighted companies, of which 
Philips’ Lamp is the best known. Only after 1945 did budget control 
become a common tool in Dutch business, a time lag of around 15 years 
compared to the U.S. If we assume for a moment that this time lag was 
maintained, the 1965 situation in the Netherlands with regard to budget 
application is comparable to the U.S. situation in 1950 - somewhere 
between 50 and 95% application in ‘well-established companies’ - an 
admittedly rough definition. The Dutch writer Scholma (1961) thinks 
that “the number of really good applications (of budgeting) in our 
country is still limited” (p.V). In investigating the field for the present 
study (1963), I found several fair-sized companies where budgets had 
only recently been introduced or where the system was considered still 
to be in a pilot phase. In the five companies that finally participated in 
the study, budget control had been introduced: 

1 before 1940, 3 around 1950* ^ about 195$. hi some cases it had taken 
as much as 10 years for the system to reach a state where it could be 
used as a practical tool for line management. 
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This chapter will be devoted to the way budget control is seen in current 
accounting theory. I will do this by raising various issues, which I 
believe to be the most important ones: 

- purposes and functions of budgets 

- types of budgets 

- budgets and non-fmancial efficiency standards 

- budgeting and costing 

- budgeting and decentralization 

- fixed and variable budgets, and types of budget and cost variances. 

- budgets and management information systems 

- budgets and cost reduction drives 

- budgets and the budget department 

- budgets and the line organization. 

Finally, I will try to show what assumptions on human behavior are 
made in the current accounting theory of budgets. 

In all of this, I will draw both on European (mostly Dutch) and on Ameri¬ 
can accounting literature. 

Purposes and functions of budgets 

Although different writers and practitioners put different stresses, there 
is common agreement that budgets are a management tool to facilitate 
the management task of leading the business towards its goals. I shall 
not enter into the discussion of what are the goals of a business here 
(see Chapter i); but budgets are primarily intended to achieve the 
following results, be they considered as goals or as constraints for the 
business: 

1. Higher profitability by coordinating efforts, avoiding waste and 
improving management decisions. 

2. Optimal liquidity and the best way of financing the business because 
of advance knowledge of cash needs. 

Budgets can achieve their purpose in various ways. A Dutch standard 
textbook on budgeting (A. Mey, 1951, following Limperg) lists the 
following four basic functions of a budget: 

1. Economic forecast for the next period. 

2. Authorization for the expenditure of money. 




3. Quantified command to management to carry out a certain task for 
winch it is held responsible, wholly or in part. 

4. Standard for checking the legality of management’s actions and 
the efficiency of its performance (A. Mey, 1951, p. 285, my trans¬ 
lation). 

In short (and freely interpreted), the functions of a budget are: 

1. Authorizing 

2. Forecasting 

3. Planning 

4. Measuring 

The authorizing function of a budget is the traditional function of govern¬ 
ment budgets. In business, investment budgets have primarily an autho¬ 
rizing function. For operating budgets, the authorizing function is 
mostly subordinate to the other functions. What happens if the autho¬ 
rizing function of an operating budget is taken too literally, is illustrated 
by the story of a sales office, where at month’s end all salesmen used to be 
sitting at their desks, because their car expense budget was exhausted! 
The forecasting function refers to those influences on performance that 
are external, i.e. outside control. One forecasts the weather, but one 
cannot ‘control’ or ‘plan’ it! Some parts of a budget are nothing more 
than forecasts: e.g. inflation percentages. In practice, budgets that could 
objectively be used for control, are sometimes not communicated to 
those in a position to exercise this control; and therefore these budgets 
remain just forecasts. 

The main stress in the accounting theory of budgeting, as well as the 
main interest of this book is concerned with the functions 3 and 4: 
planning and measuring. Together, they form the control aspect of budge¬ 
ting. The planning function is different from the forecasting function 
in that it is active: it tries to shape the future by coordinating resources 
(Oxford Dictionary: to forecast = to estimate beforehand; to plan — to 
arrange beforehand). As budgeting implies planning, so planning in a 
business implies budgeting: every plan made must eventually be trans¬ 
lated in money, and in this way it becomes a budget. In the German 
language, the word for ‘budgeting’ is even derived from ‘planning’: 
‘Planungsrechnung’ (plan accounting). The measuring function implies 
the use of the budget as a standard for performance. It is important to 
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distinguish sharply between budgets for planning or coordinating and for 
measuring. This is illustrated by fig. 2-1: 


fig. 2-1. The differences 
between Standard, Planned 
and Actual Performance. 


Budget or Standard 
for Measuring Performan ce 

Budget or Plan for Planning & 
Coordinating Performance 


Actual Performance 


Difference: Forecasted 
Underattainment of Goals 
(Risk percentage) 

Difference’ 

Uncontrolled Variance 


Budgets serving as standards for performance will obviously not always 
be attained. Not only a lack of effort of the person measured, but also 
external disturbances may lead to an underattainment of goals. The 
average risk of such an underattainment can sometimes be forecasted, 
so that the performance that is actually expected differs from standard 
performance. Planning, however, must be based on actual expectations. 
Therefore, when an underattainment of goals can be expected, the same 
budget cannot be used for measuring and planning purposes. The 
difference must be resolved by adding a risk percentage to the standard 
performance. This is technically no problem, but writers about budge¬ 
ting complain that in practice the difference between the measuring and 
planning function of a budget is often not understood, leading to con¬ 
fusion (Maris, i960 and Van Putten, i960; also Stedry, i960, who uses 
the word control’ where I used ‘measuring’, Stedry p. 5; ‘control’ with 
me implies both measuring and planning). The textbook writer who 
states that Budget costs . . . represent expected actual costs under normal 
operating conditions, assuming a high, yet attainable, efficiency level” 
(Welsch 1964, p. 404) obviously wants to have the best of two worlds. 
Fig. 2-1 also draws the attention to the difference between planned and 
actual performance. If the planning has been good, only a random 
uncontrollable variance should remain here. In the accounting literature, 
very little can be found on the size and behavior of this variance. The 
econometrists Theil and Jochems, writing about ‘The Art of Budgeting’ 
(i960) are not able to contribute anything substantial to this subject for 
lack of data. Only the Holden, Fish & Smith survey report ‘Top Manage¬ 
ment Organization and Control’ dating from 1941, stated that “perfor¬ 
mance against the standards in well-established operations ran within 
5%” (p. 160). 
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When budgets are revised periodically (mostly yearly) and performance 
improves constantly, the year-to-date (cumulative) difference between 
actual and average planned performance will follow a curve (fig. 2-2). 


Average Planned Performance 
months 



Year-to-date Actual Performance 

FIG. 2-2. Actual and Average Planned Performance over the Year. 


The budget assumes an average performance over the year, which in the 
first half year is not yet met; therefore, these months show an increasing 
budget loss, which is compensated in the second half year. In the two 
companies within the present study where cost reduction was continuous, 
the fig. 2-2 curve was well known among accountants. In one of these 
companies even its shape was budgeted. 

Types of budgets 

In its most complete form, the budget is an extension into the near 
future of a business’ financial reporting system: it culminates in a projected 
Balance Sheet and Income Statement for the next period (quarter, half- 
year, year or even longer). At least, a complete budgeting system should 
include a Profit Plan for the next period. 

According to the Dutch textbook by Scholma (1961), the necessary 
components of a complete budgeting system for an industrial company 
of some size are: 

1. Sales budget 

2. Manufacturing budget 

3. Inventory budget 

4. Purchasing budget 

5. Expense budget 

6. Capital Investment budget 

7. Cash budget 

8. Integrated or ‘Master’ - budget 
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This list could have been extended with: 

- Research and Development budget 

- Manpower budget, and probably some others 

No. 5, the Expense budget, has to be split over the various functions: 
sales, manufacturing, etc. A recent American textbook (Knight & 
Weinwurm, 1964) without going into as much detail, gives the same 
main categories as Scholma. 

The study this book is about is only concerned with budgets of current 
operations (see chapter 1); these are the numbers 1 through 5. More 
particularly, since the study was carried out in manufacturing organi¬ 
zations, it is concerned especially with manufacturing budgets and 
manufacturing expense budgets, as well as with the standards these 
budgets are composed of. 


Budgets and non-fmancial efficiency standards 

The word budget is commonly associated with something expressed in 
money, although for example sales budgets can be made in product 
units and manpower budgets in numbers of people. 

Over-all budgets are composed of a whole structure of more detailed 
information. Some of this consists of either standard or historical data 
expressed in money, but muchofitis technical, pre-financialinformation; 
efficiency standards expressed in weights, numbers, hours, reject per- 
centages, efficiency ratios etc. Accounting textbooks stress that all avail¬ 
able technical efficiency standards must be used in composing budgets 
(In the present study, however, I met a situation where communication 
between those responsible for setting technical standards and those 
administering the budget was largely blocked. This probably happens 
sometimes in practice in other companies outside my sample as well). 
For this study, I have analyzed the use of non-fmancial efficiency stan¬ 
dards in the five companies along with the use of formal fin 3 nri a l 
budget standards. I considered as a standard everything expressed in 
numbers which “carries with it the connotation of a ‘goal’ or ‘desired 
attainment (Stedry i960). I found that, although this has no basis in 
accounting theory, people in the plants often considered technical and 
budget standards to be quite different things. The probable reasons for 
this are: 
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i Historically, they have different origines. Technical standards are 
a direct inheritance from ‘Scientific Management’, often first designed 
to set piece rates as financial incentives, and created in the workshop 
by industrial engineers. Budget standards are a refinement from old 
fashioned cost accounting practices, created in the office by accoun¬ 
tants. In many cases, the responsibility for technical and budget stan- 
dards still rests with different departments. 

2. In Europe at least, financial information still has some status value, 
it has long been reserved to the owner of the business and his trusted 
bookkeeper, and has been taboo to other people; this magic is not 

yet fully removed. i • • i 

3. It is believed that technical standards can mostly be objectively, 
‘scientifically’ set and that they will generally assume ideal conditions; 
Financial standards are believed to be less accurate, more often based 
on historical data and guesses. This, however, is not necessarily true; 
it depends altogether on the methods of standard-setting m both cases. 
Recent criticism shows that ‘scientifically’ set technical standards may 
not be so accurate after all (e.g. Hesseling, 1963); on the other hand, 
converting a technical standard into a financial standard does not 
necessarily mean a loss of accuracy; financial standards need not be 
less ‘ideal’ than technical standards. 


Budgeting and costing 

The word ‘costing is used for the predetermination of the cost of a 
product; the actual cost is calculated by cost accounting. Predetermination 
requires some standards; if these standards are at the same time used for 
comparison with actual cost to obtain product cost control, the system 
is a standard cost system. There are strong ties between the budget system 
and the standard cost system within a company. If aU current costs are 
charged to products (which is often not the case), the total of standard 
costs for all products planned to be made during a year must equal the 
total budget during that year. The difference between the standard cost 
system and the budget system is, then, that the standard cost systems 
splits all costs product-wise and the budget system splits all costs depart¬ 
ment-wise. They are two ways of cutting the pie. , 

Costs and expenses in an industrial company can generally be divided 

into four groups: 
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1. Direct product cost, i.e. labor and material cost technically attribut- 
able to a certain unit of product. 

2. Variable indirect (overhead) product cost, i.e. costs like most pro¬ 
duction machine maintenance withich do not belong to i., but 
technically still depend on the product volume made. 

3. Fixed indirect (overhead) product cost, like production managers’ 
salaries, which do not depend on the number of product units made, 
but still have some relationship to production. 

4. Period costs or operating expenses, like the cost of administrative 
and personnel departments, for which the relationship with pro- 
duction is very loose. 

The limits between the four groups are not absolute and every business 
has its borderline cases. Now from the above 4 cost elements 1 is 
obviously more easily split product-wise and 4. more easily department- 
wise, while 2. and 3. take in-between-positions. Splitting operating 
expenses and overhead cost over products is a difficult and always 
arbitrary and artificial procedure (Riley, 1961). Splitting direct product 
costs over departments may also be difficult, because, for example waste 
in one manufacturing department may be caused by mistakes in another- 
or total manufacturing unit cost may be influenced by lot sizes, which 
are imposed by sales. 

There are two basic approaches to solving the cost split problem. One 
originated m the U.S.A. and has also found its way to Europe; the other 
is more specifically European (Groot, i960; Blom, 1964). The first 
U.S. -system, tries to avoid artificial cost splits as much as possible! 
Costing in this system is based on variable costs only (group 1 + 2, 
direct costing), or on variables -f fixed overhead (group 1 + 2 + 3) 
Operatmg expenses (group 4) are covered from the margin between 
cost and selling price. Control in the U.S.-system is divided: costs in¬ 
volved in costing are controlled via a standard cost control system, 
while operating expenses and sometimes overhead costs are controlled 

via a budget system. 

The second, ‘European’ system, is based on both integral costing and 
Integra 1 budgeting , the two processes fully interlocking and each involving 
all four cost groups; furthermore standard indirect and period costs 
are attributed to direct cost centers, i.e. those departments where the 
main functions of the business (e.g. manufacturing, selling) occur. 
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For the line manager, the U.S.-systemis simpler to understand and to lw . 
it is also more flexible in case of technical changes. The European 

SiTL " '“t “ Ho l ua >*■ S ~ i 

interest to accountants than to line management. J. L. Mev fiofiol 

ZZT " C ,° Sdn8 “ d b ^«ing are combined bSS 

standards used for costing should be based rm 

standards used for budgefing. yj 

S costl rOUn l that “ I" f W 3 better C0Wrol of overhead and 
period cost, this is because the line managers, who get those 

attributed, are supposed to press their indirect department counterparts 

to keep costs down (Groot, 1960* Scholma io6t n T u ^ 

study, I found examples of both the U.S.^ystem (2 companiJmTthc 
European system (3 companies). I included both cost contLTby standard 
s s and cost control by budgeting in the survey. In chapter 10 I will 
show some findings about the operational effects of both systems. 

Budgeting and decentralization 

An issue which is narrowly related to the one about cost splits is 

' d bv etltr ? Zati0n ' 3 BU<lgetS C “ be SeCn 35 a tocl for legating autho- 
y- y making managers at lower levels responsible for a budget ton 
management delegates a quantified responsibility to them In the knJr 

"rr ,h " for “ 

. ecentralized umts are generally run on a profit-and-loss base 

F h & Wh 8 £XerCi ° n ChC baSC ° fdlvlsional (Holden’ 
Fish & Smith, 1941, p. 208 ff; Sord & Welsch, i 95 8 p ff) m t 

trouble^ however, is diat in many cases divisions are not fully mdepem 

denfi their ^dependence being precisely the reason why thcy bll 

to the same corporation (Shillinglaw, 1964; Zannetos, [965) If 0 ne 

diviston supplies goods and services to another, transfer prices must bl 

and the divisional profits sometimes depend heavily on the level of 

« * (* 9 , 4 )= “An admini- 

high levels in the organization- deceit A u dcCmom are made a < relatively 
to make important decisions are delegated i° * C CXtetlt that dlscreti on and authority 
executive authority” (p. r ). g d by t0p mana gement to lower levels of 
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these transfer prices. We are running here in the old dilemma of the 
Bat’a system (p. 21). Bat’a’s solution, an artificial internal free market 

!^J y V*. « bv b«~»S £ ILt 

to go to outside suppliers, has rarely proven feasible. The Dutch econ 

mist A. Mey reacts sharply to a paper by A. M. Groot ^ atmg ^ 0 ^ 4 o f 
in which the latter defends the Tree mternal market , ; i 

strategy and the consistency of management would ^disappear. T 

company would succumb in anarchy and lack of policy (A- Mey, 95 > 
p 354, my translation). In practice, transfer prices m divisionalized 
companies are mostly set according to rules fixed by higher authority. 
The internal market is a guided economy. 

Now the question arises how far one wants to go in decentralizing fro . 
budgeting point of view. In the European-system of costing and bud- 
geSgTp 28), where ah costs are split over direct cost centers each 
dim* cost center will in fact show its profit or loss: every direct cos 
c^ter is a ‘profit center'. A manufacturing department makes its prof, 
or loss against the standard manufacturing cost price; a sales department 
make ts profit from the margin between selling price and sumdard 

this svstem as I mentioned before, is its complicatedness. In the U.b. 
svstem there is a tendency to run only full units involving manufacturing 
and selling on the basis of profits and losses; all sub-units of these are 
onlv ‘expense centers’. In order to maintain control over costs by sub¬ 
unit managers the standard cost control is split over sub-units; each 
sub-unit gets only control data about those costs and factors affecting 
cost whidi he can readily influence. This is called ‘responsibility ac¬ 
counting’- it has become particularly popular m U.S. business only m 
recen^years (e.g. Gordon, 1963). M fact, it means a rapprochement 
between the U.S. and the European cost control systems, t runs in 
the same problem mentioned before, that it assumes an independence of 
ub-units which, as we have seen, does not exist. In practice, however 
workable compromises are found.* The ideal of 1 

_i-A t-virr* or three individuals. 
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In the present study I was able to compare different solutions to the 
decentralization issue. In as far as any practical consequences could be 
traced back to these system differences, they will be further discussed 
in chapter io. 

Fixed and variable budgets; types of budget and cost variances 

One much-discussed issue in the accounting literature is whether a 
budget should be fixed or variable with regard to volume of sales, or 
other inputs. Protagonists of the fixed budgets are mostly those com¬ 
panies which can rely on their sales forecasts. When actual sales may 
vary widely from forecasted sales a variable budget (adaptable to various 
activity levels) is desired. The necessity for it can be shown from the 
well-known breakeven charts (e.g. Anthony, 1956, p. 33 1; Knight & 
Weinwurm, 1964, p. 45). Its background is the fact that some costs 
are fixed, and are incurred whatever the sales volume does. Lower 
activity levels lead to an under-recovery of fixed costs. This is one of 
the possible causes of budget or cost variances. Altogether, one can 
distinguish between at least 4 types of budget or standard cost vari¬ 
ances : 

1. Volume variances: caused by a larger or smaller sales and/or pro¬ 
duction volume, which leads to an over- or underabsorption of 
fixed costs. 

2. Efficiency variances: due to a larger or smaller technical use of the 
direct production cost elements: direct labor and direct materials. 

3. Expense variances: due to differences in cost per direct labor hour, 
materials purchasing price, or overhead expense against budget. 

4. Accounting system variances: due to changes in the accounting 
system, for example, in the method of attribution of overhead cost. 
I am mentioning this fourth group because in practice these ‘spurious’ 
variances occur frequently and they can cause much confusion if not 
recognized properly. 

A correct understanding of these 4 types of variances, which have quite 
different causes, is essential to the use of a budget as a control tool. A 
further refined analysis of operating variances is described by Mason 
(1964). 
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Budgets and management information systems 


Budget and standard cost systems imply the publishing by the accounting 
department of budget performance and cost analyses. These are meant 
to be feedback information to the line manager, for him to base his 
actions on. They must therefore follow the division of responsibilities 
(see the previous discussion on responsibility accounting’). Henry Fayol 
is already supposed to have said ‘Un budget c’est un monsieur’ - ‘A 
budget... is a gentleman’. In the U.S. survey of Budgeting Practices 
by Sord & Welsch (1958) it is reported that for 100% of all (35) com¬ 
panies where they conducted interviews: 

- The company’s plan of operations is subdivided to indicate the major 
areas of responsibility. 

- The company s system of reporting is designed to pinpoint responsi¬ 
bility for performance. 

Yet in the present study I found several cases where reponsibility and 
performance reporting systems did not coincide, mostly because the 
rather static reporting system had not followed recent changes in the 
responsibility organization (see chapter 10). 

The responsibility structure delineates what reports must be given to 
what functions. There still remains to be decided at what level of the 
hierarchy within the function the information must be aimed: for 
example department manager, foreman or production operator. 
Basically, out of simple logic: 

1. the information has to be given to the level where decisions are taken. 

2. the decisions have to be taken at the level where the outcome can 
best be influenced. 

In the Dutch literature, there is some suspicion that in practice conditions 
1. and 2. are not always fulfilled, that is, that the decision level and even 
more the information level are traditionally higher than optimal (Zoet- 
hout, 1955; Bos, 1955). It is advocated to compensate for the lack of 
information to the lower levels by quantitative. non-fmancial infor¬ 
mation, mostly obtained outside the accounting system (Starreveld, 1962). 
The information to the higher levels gets gradually less detailed and 
more financial. The total information structure should be pyramidal, 
like the responsibility structure (Zoethout, 1955). The lower levels should 
receive the information at least as soon as or sooner than the higher ones. 
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Budget performance reports, cost analysis reports, and non-financial 
performance reports are all communication tools. A modem American 
: budgeting textbook (Knight &Weinwurm, 1964) puts it: 

The entire process of developing the budget consists of a series of communications, 
written and oral, by means of which higher levels of management convey to their 
subordinates general policies and instructions, and subordinate departments prepare 
detailed proposals for coordination and approval by their superiors. The control 
process consists of a similar series of communications, carried out principally by means 
of budget reports, by which all levels of management are kept informed of the progress 
of the business and of the extent to which the budget program is actually being carried 
■ out” (p. 289). 

This quotation, mentions oral communication mainly for developing 
the budget, not for the ‘control process’. In general, the accounting 
literature pays little attention to non-written control reporting. For the 
purpose of the present study, howerver, I have looked at all extant control 
reporting systems, whether written or oral (chapter 10, 11 and 12). 

On the subject of written reports, there is a lot of literature: about their 
contents, frequency, timeliness, distribution and shape; whether to use 
tables, graphs, ratios or percents; whether to give only monthly or also 
budget-year-to-date figures; whether to use Electronic Data Processing 
or not (e.g. the appendices to Zoethout, 1955; Scholma, 1961; Starre- 
veld, 1962; Stewart, 1963; Knight & Weinwurm, 1964). Two issues 
with regard to written reporting are of particular interest for the present 
study (see also chapter 10): 

1. How and by whom is the decision made to publish a periodic report? 
For many companies that use written reports, managers start to 
complain of over-information (Stewart, 1963). Basically, written 
control information to a line manager falls in one of the three cate¬ 
gories : 

a. Information required for making decisions. 

b. Information which does not lead to immediate decisions, but which 
gives useful background data and influences the general attitude and 
esprit de corps of the reader. 

c. All other information. 

The difference between a and b information is also noticed by Hall 
(*965) and Van Russen Groen (1965). All group c information is 
superfluous and acts as noise which may damage the communication 


33 




of group a and b messages (Toan, 1965). To avoid group c infor¬ 
mation, the procedure to create a new periodic report should be well 
studied, and existing reports should be periodically checked; this 
checking involves consultation between producer and future user 
about the ‘if’ and the ‘how’ (Bos, 1955; Eg^n i 9 <Ss)- 
2. How much self-help is required from the receiver of the report ? 
Convictions and practices differ widely here. In some cases it is 
advocated that the budget department should include full explanations 
of variances (after consulting with the line) in the reports; others 
maintain that reports should give just the figures and that interpretation 
is a line task. Sometimes the budget department produces graphs, in 
other cases the drawing and updating of graphs is deliberately left to 
the line manager, to stimulate his involvement in the use of the 
figures (Zoethout, 1955). 

Budgets and cost reduction drives 

It looks contradictory that in companies using budgets and standard cost 
control, there should be a need for extra cost reduction drives. Yet one 
hears of companies where quite apart from the normal budgetmg efforts 
cost reduction teams are set up or even cost reduction departments are 
installed (OEEC, 1961). Primarily in companies with a relatively stable 
technology, budget procedures tend to become so much routine that 
they no longer lead to investigation of all possibilities for cost reduction. 
As one writer (himself employed by a food company) puts it: 

“The control concept is static in the sense that it emphasizes reaching and maintaining 
a stated level of performance. A standard cost system emphasizing only control can 
lull supervisors into complacency” (Henrici, 1965, P- 4 )- 

This writer advocates ‘superstandards’ to measure the effect of long-term 
cost reduction. Bos (1955) recommends periodic changes in the subjects 
for control reports; Eglin (196$) thinks “that regular reports ought to be 
gingered up with shock special investigations. . (p. 79 )- h 1 companies 

where technology is dynamic, one hears less from special cost reduction 
drives; here, there is no danger of the kind of blindness to possibilities 
for improvement described above. Technology dynamics and several 
other industry differences in the five companies participating in this 
study are discussed in chaper 14. 
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Budgets and the budget department 

The accounting literature fairly unanimously stresses that the budget 
department is a staff department, supplying service to management, 
without formal authority over the line (Knight & Weinwurm, 1964, 
p. 6). On the other hand, its position within the company is considered 
a very important (and powerful) one. Ultimate responsibility for the 
budget department lies in most cases with the controller 6 (Sord & 
Welsch, 1958, p. 37; Starreveld, 1962, p. 218 ff.). The controller's 
function is an American creation, which in post-1945 years has been 
introduced to Europe (Blom, 1965). Of the 5 Dutch companies studied 
presently, 2 had a formal ‘controller’ (the same name was used), and in 
2 more virtually the same function existed under a different name. 

The dilemma between service and power of the controller and his staff 
is expressed by Anthony (1956): 

. . it seems desirable to call attention to the natural, but erroneous, tendency to 
believe that the controller is the person who is primarily responsible for exercising 
control. . . Generally the controller is responsible for the system by means of which 
control figures are collected and reported, but the use of these figures in actual control 
is the responsibility of line management. The controller is something more than an 
accountant and something less than a chief executive. In addition to his accounting 
job of collecting historical figures, the controller may also be responsible for analyzing 
figures, for pointing out their significance to management, and for making recom¬ 
mendations as to what should be done. Moreover, he may police the adherence to 
limitations on spending laid down by the chief executive. In recent years the controller- 
ship function has become increasingly important in companies generally. The controller 
does not, however (unless de facto he is the chief executive) make or enforce management 
decisions. The responsibility for control runs from the president down through the 
line organization, not from the controller, who is a staff officer” (p. 279). 

The impact of the budget department, as found in the present study, is 
discussed in chapter 11. 

Budgets and the line organization 

What, then, is the task of the line organization? (‘line’ defined as the 
hierarchy managing the main functions of the business, like manufac¬ 
turing and selling). The line is supposed to have a task in 

6 In the Holden, Fish & Smith report (1941) the old name ‘Comptroller’ is still used 
(P- 159 ). 


35 




1. Setting objectives 

2. Taking action on reported variances. 

The setting of objectives is ultimately the responsibility of top manage¬ 
ment (A. Mey, 1951, p. 357); however, lowel level management takes 
a part in developing these objectives. Sord & Welsch (1958), in their 
35 U.S. companies found amoung others the following common patterns 
of participation: 

1. Lower-level supervisors responsible for a department or for a function 
participate in planning by actively developing or reviewing plans 
for the area supervised. 

2. Successive screening and coordinating of plans occur at each higher 
level of management until plans are finally approved by top manage¬ 
ment (p. 25). 

The actual use of participation for lower-level supervisors in the 5 
companies is discussed in chapter 9. 

Some companies have a Budget Committee which prepares the setting and 
reviewing of standards. The Budget Committee consists at least of 
some high-level line managers as well as the controller (Sord & Welsch, 
i 958, p. 302; Scholma, 1961, p. 16). Budget Committees are also known 
in Holland. Of the 5 companies studied, 1 used a Budget Committee, 
but only for investment budgeting. 

The process by which a manager decides on the basis of periodically 
reported information is described as ‘management by exception’ (Antho¬ 
ny, 1956, p. 277; Starreveld, 1962, p. 31); only unfavorable variances 
are ‘red-flagged’ so the manager can save the energy of looking at points 
that are going well. His actions on the red-flagged cases will often be 
checked by his superiors. In the Sord & Welsch report it is stated that: 

“Of the 366 companies indicating (by answering a written questionnaire) the type of 
action required when significant deviations occur, 52% require a written explanation 
of causes of significant deviations, 36% require an oral explanation of significant devi¬ 
ations, 49% require an indication of the corrective action taken, and 66% require a 
discussion of the significant deviation with the immediate superior” (p. 33). 


Assumptions about human behavior in the accounting theory of budgeting 

The Accounting Theory of Budgeting, as described in the previous pages, 
takes certain human reactions for granted. If budgets arc to function as 
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control devices, the way they control is through the behavior of people 
in the first place through the ‘budgetees’, the managers made responsible 
for a budget. Therefore, the Accounting Theory of Budgeting is based 
on the belief that burets and cost standards act as incentives for motivating 
the budgetees. Taking a closer look at what accountants write: about 
budgets, one can find a number of assumptions about human behavior 
in it. Some of these are : 

i. The only source of control is at the top of the organization; control 

lines flow from the top downward. , , . , • „ 

2 The relationship of lower levels to higher levels m the organization 
can meaningfully be described in terms of accountability. 

3. Goal-setting by the organization improves people s performance. 

4. Having people participate in this goal-setting improves t eir per 

formance still more. . . c „ 

5. People will take action when a deviation of an actual situation from 

standard is reported to them. 

6. The perfect manager manages by exception. 

7. People react on control systems as individuals. 

The first six of these assumptions can explicitly be illustrated with quota¬ 
tions from the accounting literature. The last one, the assumption that 
people react on control systems as individuals, is an implicit assumptio , 
proven by negative demonstration: nowhere in the accounting terature 
I know of, is there any reference made to possible group reactions o 
people on the budgets they are made responsible for: to the development 
of informal group norms as to how to live and work with budgets, whi 
standards to take serious and which not, etc. T 's p enomenon is 
recognized with respect to work standards for rank-and-file emp oyees, 
but the thought has not been extended to budgets. 

Calling the above ideas ‘assumptions’ does not imply that they ar 
necessarily false. The results of this study in Part III suggest that tie 
assumptions nr. 3. 4 , *nd S are true under certain conditions, but tot 
1, 2, 6 and 7 are only true to such a small extent that in eir g 
formulation they must be considered as misleading. This has, of course, 

0 Willemze (1964): “under the influence of accountants the main stress has often been 
puTonTciuntlity and making peopie responsible... This means that more 
attention was paid to the function than to the functioning (p. 19S. my translation). 









CHAPTER 3 

BUDGETS IN MOTIVATION THEORY : THE GAME SPIRIT 


Summary of this Chapter 

Chapter 3 consists of two parts. In the first part, a short survey is given of the 
research done so far into the motivational aspect of budget systems. It culminates 
in a formulation of the problem for further research against the background 
of what was already done. 

The second part is divided into nine sections. It tries, on the basis of existing 
psychological theory, to find all sources from which motivational effects of 
budget systems could be explained and predicted. It uses Vroom s model of 
motivation and Maslow’s hierarchy of basic human needs. For various classes 
of needs, it investigates where they can be satisfied or frustrated through a budget 
system : physiological and safety needs, affiliation needs, recognition needs, 
achievement needs and independence needs. The chapter finally integrates all 
possibilities for positive motivation into a total picture, which is the picture of a 
game situation. 


Budgeting and the ‘human relations* movement 

The Accounting Theory of Budgeting, as described in the previous 
chapter, has its historical roots in traditional organization theory. Just 
like the ‘Scientific Management’ movement of the followers of F. W, 


39 




Taylor, early budgeting theory started from a mechanistic, materialistic 
view of human behavior: it believed in the one best way’ of behaving 
that could be thought out by specialists, learned by individuals and 
maintained by appropriate material incentives. The first official acknow¬ 
ledgement of unanticipated consequences of ‘scientific management’ 
was made through the Hawthorne experiments (1927-1932); as a result 
of these, the “Human Relations’ movement started to compensate (or 
rather overcompensate) for scientific management. It was not long 
before human relations’ ideas were penetrating into budgeting practice, 
in the form of participation in budget setting’: 

“By 1930 it was recognized in business circles that imposed budgets resulted in some 
dissatisfaction and advice was given to prepare them in the departments and have them 
revised or edited in the central offices” 

(quotation from ‘Budgetary Control in Manufacturing Industries’, National Industrial 
Conference Board, New York 1931, in Becker & Green 1962, p. 394). 

In the Holden, Fish Sc Smith report about management in 31 leading 
U.S. corporations (1941) it is stated: 

... it is considered important to secure the maximum possible participation of the 
organization in both the preparation of the budgets and in following progress. . . By 
this process each person commits himself to a definite accomplishment against which 
he is checked and can check himself. The results are usually impressive” (p. 206-207). 

The same ideas were also found in Europe: 

However, it is out of the question to impose budgets on departments without them 
having convinced themselves of the feasibility of their realization. Therefore, one ought 
to obtain the collaboration of those who have to do the carrying out, and to have them 
participate in the setting of the plans that concern them ... In this way, every manager 
really feels himself the responsible boss of a cell of the enterprise; he is an associate”. 
(Caussin, 1947, p. 254-255, my translation). 


Behavioral studies of budgeting 

Both line managers and accountants have a tendency to maintain 
aprioristic theories about organization even if actual practice does not 
confirm them. For progress in organization it is necessary that people 
drop this normative’ approach and start looking at organization ‘em¬ 
pirically’. This means that they try to perceive the reality first, before 
applying any preconceived notions about how it should be. It implies 
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a behavioral, experimental study of organization. In budgeting, to my 
knowledge only four attempts have been made to such an experimental 
study. All four were in the U.S.A.: 

1. A study by Argyris (i952 a , 1953) 

2. A study by Simon et al. (1954) 

3. A study by Stedry (i960) 

4. A study by Stedry and Kay (1964a, 1964*). 

In Europe, good behavioral analyses of budgeting have been made by 
Tovey (1963) and Zobrist (1965); both, however, are only based on the 
available literature and on subjective judgment and experience. The 
four experimental studies of budgeting mentioned above will now be 
described in more detail. 


1. The study of Argyris 

The Controller ship Foundation of U.S.A. sponsored this study, the 
results of which have been published in a booklet ‘The Impact of Budgetss 
on People (Argyris, 1952a). From a methodological point of view this 
was a field study, using open-ended interviews of line and staff supervisors 
in four middle-sized manufacturing organizations. Its purpose was to 
explore the socio-psychological implications of budgeting; there were 
no prior hypotheses, so the study was fully exploratory. The findings 
of the study were summarized by Argyris as follows: 

. . . budgets and budgeting can be related to at least four important human relations 
problems: 

First, budget pressure tends to unite the employees against management, and tends to 
place the factory supervisor under tension. This tension may lead to inefficiency, 
aggression and perhaps a complete breakdown on the part of the supervisor. 

Second, the finance staff can obtain feelings of success only by finding fault with 
factory people. These (the consequent - Hofstede) feelings of failure among factory 
supervisors lead to many human relations problems. 

- Third, the use of budgets as ‘needlers’ by top management tends to make the factory 
supervisors sec only the problems of their own department. The supervisors arc not 
concerned with other people’s problems. They are not ‘plant-centered’ in outlook. 

- Finally, supervisors use budgets as a way of expressing their own patterns of leader¬ 
ship. When these patterns result in people getting hurt, the budget, in itself a neutral 
thing, often gets blamed 1 ”. (Argyris, 1952a, p. 25). 

1 In a much later study by Argyris (1962) some similar effects of budgets like those 
quoted above are described (p. 229-230). 
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Argyris’ study is full of picturesque verbatim comments of interviewees. 
For example one remark from a supervisor, which is typical for de¬ 
railed ‘human relations’ thinking: 

“Human factor, that’s important. If you treat a human being like a human being, you 
can use them better and get more out of them” (p. 24). 

About ‘participation of the line in preparing budgets’ as the commonly 
accepted way of applying ‘human relations thinking to budgeting, 
Argyris states that all controllers interviewed emphasized the need for 
participation, but in a somewhat peculiar way: 

“We bring them (the supervisors) in, we tell them that we want their frank opinion, but 
most of them just sit there and nod their heads. We know they’re not coming out 
with exactly how they feel. I guess budgets scare them . .. some of them don t have 
too much education . . . Then we request the line supervisor to sign the new budget. 
Then he can’t tell us he didn’t accept it” (p. 28). 

Argyris calls this ‘pseudo-participation’. He recommends to move the 
process of obtaining acceptance of budget changes to small group 
meetings of supervisors. This, and providing human relations training 
to finance staff, are his recommendations as a result of the project. 
Argyris’ study, which aroused widespread interest, can be seen as the 
‘Hawthorne’ of budgeting, for two reasons: 

1. it gave the first official acknowledgement of its unintended effects 

2. its stress on the human side of the problem was so great that it really 
overcompensated for the traditional budgeting theory. It showed 
only the negative motivational aspects of budgeting, and failed to 
show the positive possibilities for motivation inherent in the budget 
situation. Its influence lasted for many years (e.g. Miller, 1962); 
probably up to the present day. 

2. The study of Simon ct al. 

Like the previous one, this study too was sponsored by the U.S. Con- 
trollership Foundation. Its results are published under the title Cen¬ 
tralization vs. Decentralization in Organizing the Controller s Depart¬ 
ment’ (Simon, Guetzkow, Kozmetsky & Tyndall, 1954)* This was 
again a field study using open-ended interviews of line and staff managers, 
this time manufacturing, sales and other functions in seven different 
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companies were involved. The research goal was on the one side more 
limited, as it was mainly aimed at investigating the result of the cen¬ 
tralization - decentralization issue mentioned above; on the other side, 
it was broader, as it tried to weigh all aspects of the problem, human as 
well as technical, in terms of the overall effectiveness of the organization. 
Like the previous study, this was a qualitative one; it did not use ‘coun¬ 
ting and measuring’ and statistical validations. Also, it did not start from 
prior hypotheses. What the study produced was a clear picture of the 
role of the accounting staff in budget and cost control systems, which 
tended to go far beyond mere ‘techniques’. It led to a number of practical 
recommendations, both about the people and about the system. I will 
refer back to it in chapters io and n. 

A third Controllership Foundation Study, the one by Sord and Welsch 
(Business Budgeting, a Study of Management Planning and Control 
Systems, 1958), though it also uses data collected in the field, does not 
satisfy the conditions of a behavioral, experimental study of organi¬ 
zation. It used interviews with 3-7 officials (mostly controllers and top 
line managers) in each of 3 5 companies, followed up by a mail survey of 
389 other companies. By this approach, it did not escape from the 
usual stress on what should be, rather than on what is; its results deal 
almost exclusively with the formal aspects of budgeting. 

3. The study of Stedry 

Stedry’s results are published in an award-winning doctoral dissertation: 
‘Budget Control and Cost Behavior’ (Stedry, i960). From a point of 
view of method, his approach was a laboratory experiment, using 
university students as subjects, preceded and followed by extensive 
mathematical model-building. Stedry’s main research goal was to 
investigate the effect of budget levels on people’s performance: ‘the 
possibility of attaining better performance by the simple means of 
expecting it’ (Stedry, i960, p. 153). He applied the psychological 
theory of the ‘level of aspiration’ to what happens when people get 
budgets. He found that the performance of his experimental subjects 
was significantly affected by the budget level, and also by the fact 
whether or not they had to state explicitly “how much they hoped” to 
perform, i.e. their aspiration level. The results of his experiment and the 


43 



additional theory lead Stedry to the conclusion that, in budgeting 
practice, performances can be improved by choosing budget levels 
attuned to the motivation structures of the individual managers; he 
therefore stresses the importance of the difference between budgets for 
‘planning’ and for ‘measuring’ purposes as discussed in chapter 2 of this 
book. Stedry’s study, to which I will refer again in chapters 4 and 8, is 
pioneering in its linking of psychological theory and budgeting practices. 
Of course it is not conclusive: he covers only one small area of the 
budget process; and the results of his laboratory experiment are not 
directly valid for the field. The reactions of his student-subjects are not 
necessarily the same as those of experienced managers. Churchill and 
Cooper (1964), in a laboratory experiment on the effect of audits, found 
vastly different reactions between students and industrial employees. 
Thus, repeating the Stedry experiment with an industrial group might 
also yield different results. Also, Stedry used a financial incentive in his 
experiment: whoever made his budget, earned a dollar; whoever missed 
it, lost a dollar. We do not know to what extent this a valid scale model 
of the incentives customary in business budget situations; for one thing, 
these are seldom immediately financial. 


4. The study of Stedry and Kay 

Recently Stedry was able to test the conclusions of the previous study in a 
field setting. The results have been published under the title: ‘The 
Effects of Goal Difficulty on Performance’ (Stedry & Kay, 1964 s1 and 
1964^). Methodologically, this was a field experiment: the middle way 
between Stedry’s laboratory experiment and the field studies of Argyris 
and Simon et al., and an extremely difficult, but very promising method. 
The experiment was carried out among the foremen in a department of a 
large engineering plant; its purpose was the same as that of Stedry’s 
previous study, to investigate the effects of budget levels on perfor¬ 
mance. 

The results, although not statistically significant because of the small 
numbers involved, were interesting. Their practical implications are: 

1. Over-all job performance is best if an individual is given just one 
very difficult goal to work on at a time. 

2. Difficult goals must be used carefully: a mechanism must be built in 
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to revise the goal if the individual sees it as impossible; otherwise it 
will have an adverse effect on performance. 

This study will be dealt with in more detail in chapter 8. 


Formulating the problem for further research 

When the present study was designed, the Stedry and Kay report was not 
yet published. From the literature then available the following picture 
could be drawn: 

Budgets are intended to motivate managers to perform. There exist 
psychological processes which make such motivation possible (Stedry). 
However, in practice a high level of motivation through budgets has 
been found to be associated with pressure upon employees, inefficiency, 
aggression towards budgets and conflict between managers (Argyris). 
Participation of the line managers in setting the budget is advocated to 
resolve adverse effects, but in practice, there seems to be a lot of pseudo¬ 
participation (Argyris); moreover, the beneficial effect of (real) partici¬ 
pation in budget setting has not yet been proven experimentally. The 
budget department plays an important role in the success of a budget 
system other than by merely using the right ‘techniques’ (Simon et al.); 
however, the system itself seems to be a source of conflict between staff 
and line (Argyris). 

All this information came from the U.S. Personally, I had known 
budget situations in Holland where conflicts were not so noticeable, 
but where on the other hand nobody seemed to be very involved either; 
it was doubtful if these budgets motivated anybody. 

So the problem was: how to live with budgets and yet be motivated by them . 
In the available information, it looked as if there were two dimensions in 
budgetee motivation through budgets: 

1. The relevance of budget standards to the budgetee’s tasks, running 
from low (Holland) to high (Argyris). The word ‘relevance’ is used 
here and throughout the book in the sense of the subjective or per¬ 
ceived relevance: as the budgetee sees it. 

2. The attitude of the budgetee towards the budget or standards system 
running from negative (Argyris) to positive (Holland). 

The challenge now was, to try to discover the conditiotis that lead to both 
high relevance and positive attitude. The present study was designed to 
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answer this challenge. It had to be a field study (to an outside researcher, 
field experiments are virtually impossible). Unlike the field studies of 
Argyris and Simon et ah, however, I tried to measure and count, and to 
apply the modern tool of correlation and factor analysis on an electronic 
computer to support the exploration. Also I formulated some before¬ 
hand (‘ex ante’) hypotheses. 


An application of psychological theory to budgets 

The four experimental studies quoted have drawn upon some psycho¬ 
logical theory, especially Stedry. The remainder of this chapter will be 
devoted to a review of these theoretical issues, as well as of other elements 
of psychological theory that apply to the budget situation. 

i. Performance , Ability , Motivation 

The essence of the psychology of budgeting is, that budgets are designed 
as control devices, to (compare chapter i, p. n) ‘intentionally affect the 
actions of people . Budgets are intended to act as incentives for people 
to do a better (more efficient) job. The psychology of budgeting belongs 
to the field of job motivation. Job motivation is a special case of perfor¬ 
mance motivation and this again of motivation in general ‘Motivation’, 
according to ‘A Dictionary of Psychology’ (Drever, 1952) is a ‘term 
employed generally for the phenomena involved in the operation of 
incentives or drives’. 

The study of motivation includes such unbusinesslike areas as the behavior 
of rats in a maze; it attracts different groups of specialists like depth 
psychologists, development psychologists and psychological field theo¬ 
rists; it deals with phenomena like sex, power, curiosity, affiliation, 
achievement and creativity. One recent European reference work, the 
13-volume German ‘Handbuch der Psychologie’ devotes one full 900 
page volume to motivation; out of this, 100 pages deal with perfor¬ 
mance motivation (Heckhausen, 1965). As a main source book on Job 
Motivation, I have taken the work of Vroom (‘Work and Motiva¬ 
tion’, 1964^. 2 

2 Other sources of relevant data I used were Kahn & Morse, 1951; Rotter, 1954; 
March & Simon, 1958; Cofer & Appley, 1963 and Heckhausen, 1965. 


46 



Vroom suggests that: 

Performance == f (Ability x Motivation) (Vroom, 1964*, P- 203) 

(f stands for: ‘is a function of’). 

In this, it is assumed that ability and motivation are mutually independent; 
in fact, ‘ability’ is defined here so as to include all characteristics relevant 
to task performance except motivational conditions (Vroom 1964®, p. 
200). 3 

2. Components of motivation 

Vroom, in accordance with a number of investigators since K. Lewin, 
uses a model that can in a simplified form be represented as follows: 

Motivation = f (Valence x Expectancy) 

in which the concepts are defined as follows: 

Motivation: the force to perform a certain act. 

Valence: the orientation (preference of attainment above non-attain¬ 
ment) of a person towards a certain outcome of his act. 
Expectancy: the degree to which a person believes a certain outcome 
of his act to be probable. 4 

The above-mentioned relationship has been simplified, in that it considers 
only one possible outcome of the act. In most cases, many outcomes 
will be possible. In this case, the relationship is: 

Motivation = f [S (Valence x Expectancy)] (Vroom I964 a , p. 18) 

i.e. one has to add the valences of all possible outcomes, multiplied by the 
expectancies of these outcomes. 

In the budget situation, the Vroom model must be read as follows: 

3 Heckhausen (1965, p. 669. ff) does not describe the relationship between ability and 
motivation vs. performance as multiplicative, but the survey of research data he gives 
fits in quite well with a multiplicative relationship, provided ability is defined so as to 
exclude motivation. Recently, Lawler (1966) has presented evidence that the multipli¬ 
cative relationship is justified. 

4 ‘Valences’ represent the affective, ‘expectancies’ the cognitive element in motivation 
(Cofer & Appley, 1963, p- 774)- 
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Budget motivation = f [Valence of attaining budget 

X Perceived influence on results 
+ £ (Valences of other effects of actions 
X Expectancies of these other effects)]. 

The various concepts mean the following: 

Budget motivation: the force to take actions necessary to attain the 
budget. 

Valence of attaining budget: the preference of attaining the budget 
above not attaining it. 

Perceived influence on results: expectancy of the effect of one’s actions 
on budget results. 

Valences of other effects of actions: the preferences for these other effects. 
Expectancies of other effects: the degree to which the budgetee believes 
these other effects to be probable. 

‘Other effects of actions necessary to attain the budget’ may be very 
varied: fatigue, conflict with subordinates, or not meeting other require¬ 
ments, like quality standards. The ‘other effects’ are generally unintended 
and often negative; therefore, the product: 

Valence of attaining Budget x Perceived influence on results 
must have a sufficiently large value to compensate for them. The 
perceived influence on results’ of the budgetee is his perceived ‘opera¬ 
tional control ’ of the particular situation, as described in chapter i. 

The concept of ‘valence’ needs further clarification. Why does a person 
prefer the attainment of a certain outcome above non-attainment ? Vroom 
suggests that “means acquire valence as a consequence of their expected 
relationships to ends ” (Vroom 1964a, p. 16, italics mine). Many outcomes 
are just means to other ends, though some outcomes are ends ‘per se\ 
for their own sake. The ‘ends’ involved can be defined as the basic 
needs, motives or goals of the particular individual (‘needs’, ‘motives’ 
and ‘goals’ are all used here in the same sense, the first two representing 
more the point of view of the individual, the third the point of view 
of the environment; I will in the following use only the word ‘needs’). 
People prefer an outcome because they conceive it to be instrumental 
to other outcomes, and finally to fulfilment of one or more of their 
basic needs. In mathematical notation, following Vroom, this means: 
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Valence of outcome j == f [Valences of other outcomes 

x conceived instrumentality of outcome j to 
these other outcomes] 

The ‘other outcomes’ can all finally be reduced to the fulfilment of 
basic needs. 

Now in the budget situation, we have: 

Valence of attaining budget = 

f [Valence of task-fulfilment by the budgetee 
x Conceived instrumentality of budget at¬ 
tainment to task-fulfilment of the budgetee 
-f (Valences of other outcomes possibly re¬ 
lated to budget attainment 
x Conceived instrumentality of budget at¬ 
tainment to these other outcomes)] 

The first half of the right side of this formula applies to the budgetee’s 
desire to attain the budget just because he thinks this is part of his task. 
In the second half, the ‘other outcomes’ mentioned include both those 
intended and those unintended by the designers of the system. March and 
Simon remark that a ‘stimulus’ (like setting a budget) may have unantici¬ 
pated consequences because it evokes a larger set (= psychological set or 
frame of reference) than was expected, or because the set evoked is different 
from that expected (March & Simon, 1958, p. 35). This is clearly what 
happened in the budget situations described by Argyris (p. 41). Several 
examples of ‘other outcomes’ will be given in the next pages: expectance 
of good performance judgment or financial rewards, feelings of fairness 
or unfairness, feelings of pride or shame. They can lead to both positive 
and negative attitudes. 

Thus, the valence of attaining the budget has been split into a task compo¬ 
nent and a non-task component. These components are approximately 
identical to the two dimensions of manager motivation through budgets 
introduced on page 45: the relevance of budget standards to the budgetee’s 
tasks, and his attitude towards the budget system. Both components 
consist of valences weighted by conceived instrumentalities. The con¬ 
ceived instrumentality in the relevance component is the one relating 
budget attainment to task-fulfilment of the budgetee. It depends among 
other factors on the availability of alternative ways for the manager to 
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do a good job, apart from budget attainment.* The conceived instru¬ 
mentality in the attitude component depends on the availability of 
alternative ways to desired other outcomes. For example, to attain a 
good performance judgment, a budgetee may ‘fight the system’ and try 
to show the budget is wrong, instead of spending his energy trying to 
attain it. All valences in both components can finally be reduced to the 
basic needs of the budgetee, which will be discussed at length in the 
next section of this chapter. 

Apart from being a component of budget motivation, the factor (budget) 
attitude may also influence the effectiveness of the organization along other 
lines. This is because the various side-effects of budgeting may generate 
conflicts within the budgetee, because some needs are fulfilled while 
simultaneously other needs are frustrated. For example: budget attain¬ 
ment may be expected to bring along a salary increase, but the process 
of getting it may mean a lot of trouble with subordinates. Now internal 
conflicts like this will lead to a search for actions that will relieve the 
conflict. 6 These conflict-relieving actions may have harmful effects upon 
the organization. One possibility is sickness absence of the budgetee; 
another one is blaming other departments and damaging interdepart¬ 
mental cooperation; still another one is lower performance of the bud¬ 
getee in areas not measured by the budget. 

Although negative job attitudes may have no harmful effect on per¬ 
formance of certain routine tasks by non-managerial workers, for the 
more complicated task of a manager this harmful effect does exist: 

“Emotional disturbance has little effect on stereotyped activity, but does have a disrupting 
effect on nonstereotyped activity” (Schachter et al., 1961, p. 211). 

“As tasks become more varied and require greater training and skill, the relationship 
(between job attitudes and performance) appears to change progressively from the 
negative to positive” (Likert, 1961, p. 16). 


Some of the effects of manager’s attitude on the organization’s effective- 

5 I have assumed (page 45) that relevance will run from zero to very strongly positive. 
The product of valence and instrumentality on the other hand, can attain negative as 
well as positive values. In fact, one could imagine cases of negative relevance, but this 
is unlikely to appear in practice (it would mean that the budgetee would consider him¬ 
self to do a good job only if he did not attain the budget). 

6 A sociologist would describe the conflict in this example as a role conflict. Similar 
conflicts have extensively been analysed in Kahn et al, 1964. 
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ness may not be visible on the short term, but only over a couple of 
years (Likert & Seashore, 1963). 

From the above-mentioned factors in budget motivation, I have tried 
to measure operational control, relevance and attitude. This will be 
explained at length in chapter 7. 


3. Basic needs of the Budgetee 

There is no reason to assume that the basic needs of the budgeted manager 
will be any different from the basic needs of other people. Classification 
of needs is a much-practised art in psychology (Thomae, 1965). Of all 
possible need classifications I will choose one that seems particularly well 
adapted to the business situation: the Hierarchy of Basic Needs as 
developed by Maslow (1954)* also used by McGregor (i960). 

Maslow’s theory states that for most human beings needs can be ‘ranked’ 
into a hierarchy. In fig. 3-1 this hierarchy is represented by a pyramid, 



following Buchanan (1961). The hierarchy implies that some needs are 
more basic than others; these are shown in fig. 3-1 closer to the base of 
the pyramid. Maslow now states that “man is a wanting animal and 
rarely reaches a state of complete satisfaction except for a short time. As 
one desire is satisfied, another pops up to take its place” (Maslow 1954, 
p. 69). This process follows the hierarchy in such a way, that the needs 
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higher up in the pyramid will emerge as soon as the more basic needs, 
lower down the pyramid, are satisfied to a reasonable extent; and only 
if the lower needs are thus satisfied. Lowest in the pyramid are the 
physiological needs, like the desire for food and rest. Until these are 
reasonably satisfied, they shut out all other needs. Next come the safety 
needs. In the job situation we may think here of job security, but also 
of a certain comfortable routine and predictability in the job situation. 
Resistance to change may result from frustration of safety needs. Safety 
needs are also active in the desire for justice and fair treatment by those 
in more powerful positions. Above the safety needs are placed the needs 
for affiliation, social contacts, belongingness, love. Berne (1964) quotes 
examples where social deprivation gives rise to temporary mental 
disturbances. The need for social contacts in any sane person is self- 
evident. 

On the next level, Maslow puts the esteem needs. These can be divided 
into two subsidiary sets: 

a. Self-esteem: the desire for strength, achievement, adequacy, mastery, 
competence, autonomy. 

b. Esteem from others: status, recognition, appreciation of one’s perfor¬ 
mances. 

Although the word is not used by Maslow 7 , the desire for power probably 
also belongs to the esteem group. 

Highest in Maslow’s hierarchy ranks a need for ‘self-actualization’; a 
rather vague concept which deals with ‘doing what one is fitted for’: 
fulfilling the ideas one has about one’s own destiny. This may e.g. mean 
creative activity, though creative activity may serve to satisfy other 
needs too (Maslow, 1954, p. 92). McCall replaces self-actualization by 
‘self-expression’, which he describes as an ‘elan to maximize’, to achieve 
‘the greatest possible self-enrichment psychologically speaking’; he does 
not put this as a special motive at the head of the hierarchy but as a 
general principle applicable to all motives generally (McCall, 1963, 
p. 302). In any case both Maslow’s and McCall’s conceptions lead to the 
conclusion that at the top of the pyramid there is an area where need 
fulfilment can never be complete - there will always be room for 
striving for more. 


7 See the remark about the power taboo in the footnote on page 9. 
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The importance of Maslow’s hierarchy for motivation is based on two 
considerations: 

a. A satisfied need is no longer active in motivation. 

b. Higher placed needs can only he active in motivation if the lower 
needs are satisfied to a reasonable extent. 

One objection against the use of Maslow’s theory is, that its total claims 
have never been proven experimentally, and are very difficult to test 
anyway. However, the theory accounts very well for some empirical 
phenomena. It is particularly applicable to the motivation experiments 
by Herzberg et al. (1959), which have been repeated by Schwartz et al. 
(1963), Myers (1964), Hofstede (1964 15 ) and others. Most of these experi¬ 
ments have been done with white-collar or managerial employees. 

In their most simple form, they consist of asking the subjects to record 
two situations: one in which they felt exceptionally good , and one m which 
they felt exceptionally had about their job. The situations thus described 
are classified in a number of categories which Herzberg et al. developed 
on the basis of the material itself. According to the hedonistic principle 
that people are motivated towards what makes them feel good, and 
motivated away from what makes them feel bad, the classification of 
situations in the Herzberg et al. experiments must distinguish between 
positively motivating situations (recorded predominantly in the good 
feelings’ stories) and negatively motivating situations (recorded predomi¬ 
nantly in the ‘bad feelings’ stories). 

Now it appears that the situations recorded predominantly as arousing 
good feelings have to do with factors like: 
the work itself 
achievement 
recognition 
responsibility 
advancement 

These, Herzberg states, are the real motivators . 

On the other hand, the situations recorded predominantly as arousing 
bad feelings have to do with factors like 
relationships with superiors 
company policy and administration 
salary 

working conditions. 
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These factors, mostly concerned not with the job itself - like the first 
groups - but with the conditions that surround the doing of the job, 
Herzberg calls factors of hygiene , for they can only prevent illness but 
not bring about good health. The antithesis motivators - hygiene 
factors is the fundamental conclusion of the Herzberg study (Herzberg 
et al., 1959, P- 81 and 113 ff). Although some of the hygiene factors, like 
salary, may be related to several basic needs (e.g. safety, affiliation, and 
esteem needs), the general tendency of the above list is that the motivators 
are related to needs considerably higher in the pyramid of fig. 3-1 than 
the hygiene factors. To understand this in the context of Maslow’s 
Hierarchy of Basic Needs, we must assume that in our culture various 
occupational groups have developed standards as to to what extent 
various needs will normally be fulfilled. In the Western countries 
physiological needs are almost universally satisfied; safety needs to a 
great extent; on the other hand, the standard for satisfaction of for 
example achievement needs will be much higher in the case of some 
occupational groups, for example scientists, than for others, for example 
assembly line workers. 

Now good feelings (leading to positive motivation) will arise when need 
satisfaction exceeds group standards, but bad feelings (leading to negative 
motivation) will arise when need satisfaction lags behind the group 
standards. An interesting implication of this is, that between various 
occupational groups the difference in factors giving ‘good feelings’ must 
be much greater than the difference in factors giving ‘bad feelings’: the 
latter have to do with the basis of the pyramid, which is the same for all 
occupational groups. This is fully confirmed by the findings of Gurin 
et al (i960), also recorded in Gurin (1962), for a large sample (n = 2460) 
of the male, employed American population: The comparison between 
the two extreme occupational groups: professionals and unskilled wor¬ 
kers, is given in fig. 3-2. We see the differences between groups are 
much greater for ‘good’ than for ‘bad’ feelings. 

In the case of our budgeted managers, we can expect their group standard 
of need fulfilment to be fairly high on the fig. 3-1 pyramid. Therefore, 
attempts on budget motivation by building on the lower level needs for 
these people will be likely to have either no effect, or possibly a negative 
one. Positive budget motivation will only be possible by trying to 
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% of occupational group who mentioned 



professionals 

technicians 

unskilled 

workers 

good feelings only for factors related to satis¬ 
faction of “higher” needs 

80 

29 

good feelings only for factors related to satis¬ 
faction of “lower” needs 

2 

29 

bad feelings only for factors related to nonsatis¬ 
faction of “higher” needs 

25 

16 

bad feelings only for factors related to nonsatis¬ 
faction of “lower” needs 

3 i 
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(figures from Americans View Their Mental Health, by G. Gurin, J. Verolf and S. 
Feld, Basic Books, Inc., Publishers, New York, i960, Table 6.8, page 159 and Table 6.9, 


page 16.1). 

fig. 3-2. Comparison between 2 occupational groups as to type of needs satisfied in job. 

fulfil the higher needs: esteem from others, self-esteem and possibly 
some kind of self-actualization. 

In the following pages, I will discuss various ways in which budgets 
may motivate (positively or negatively) classified by the types of needs 
involved in the motivation process. 

4. Formal Rewards and Penalties in Budget Motivation, and the Role of 
Physiological and Safety Needs 

On the basis of Maslow’s theory and Herzberg’s experiments, we can 
expect the situations in which physiological and safety needs are involved 
to be associated with negative attitudes towards budget fulfilment, 
rather than with positive ones. 

It is tempting to consider the total system of formal rewards and penalties 
connected with budget attainment and non-attainment, as being related 
to these dower* needs. Rewards may take various forms. 
a. Budget performance may be one of the indications of overall perfor¬ 
mance appraisal, for the purpose of granting merit salary increases, status 
increases and promotions. 
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b. Budget performance may be the main or even the sole indication for 
the purpose mentioned under a. 

c. Direct financial bonuses may be linked to budget performance (a 

situation similar to that of quota compensation for salesmen and piece 
rates tor workers). * 

Penalties are the opposite of rewards. Ultimate possibilities are salary 

ofsoak" 1000 " 5 ° r £Ven diSmiSSal “ ^ C3Se ° f:1 S6Vere “^-attainment 

There is a rather cynical tendency in some managers to consider salary 
rewards and penalties as the modern version of the traditional ‘carrot and 
sack motivation, aiming only at satisfying physiological and safety needs 
However, this is a gross oversimplification. As I mentioned before 
salary may be related to several basic needs: it may well be mainly a 
basis for saasfymg esteem needs like achievement and recognition, and 
a tool for obtaining social need gratification. “Like the psychologist’s 
inkblots, money is an essentially neuaral object which each man inter- 
prets in terms of his own habitual ways of thinking about the world 
and Ins relation to it (Gellerman, 1963, p. 166). In the case of the budget 
the effect of financial rewards and penalties will depend on this individual 
mterpretanon of each budgetee. This individuality in reactions makes 
financial rewards and penalties a risky tool, which may have negative 
effects as well as positive ones. In the Herzberg experiments, salary was 
re erred to in both posiave and negative stories; in fact, it was the most 

ambiguous of all factors found, but still the negative element was pre- 
dominant. r 

Status increases and promotions are more clearly related to ‘higher’ 
needs, like esteem needs. Yet their use in connection with budget 
performance also involves some risk. The main risk in both salary and 
status/promotional incentives is that they will reinforce latent feelings 
o injustice about the budget. The desire for justice has to be placed 
with the safety needs. Feelings of injustice or unfairness about a budget 
are strongly demotivating. In practice it often happens that budget 
situaaons are felt as unfairly and arbitrarily handled. Evan (1961) 
remarks, that the junior or middle manager has ‘no protection against 
arbitrary and capricious authority’; he ‘appears to be a member of a 
new proletariat. Thus, feelings of injustice can easily arise 
Some other situations within the rewards and penalties system. 
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where clearly safety needs are frustrated by budget practices, are: 

- Management by fear. In some cases, superior managers or controllers 
use their authority to make subordinates comply with the budget 
because of fear of what will happen if they don’t. This ‘what will 
happen’ is seldom openly stated; objectively it may not even exist; fear 
however, is a subjective and irrational reaction which does not need 
an objective basis. 

!- A stress on ‘accountability’. If accountability functions at all, it is 
based on penalties: threatening job security. As one American manager 
puts it: ‘If we don’t make a profit, I don’t have a job’. (N.I.C.B. 
1963, p. 36). 

Another way in which the budget can frustrate safety needs, quite apart 
from the rewards and penalties system, is by breaking the comfortable 
routine. In a dynamic system of budgeting, budgets may be perceived 
as ‘vehicles of change’ (Tovey, 1963); if the budgetee is not well prepared 
for this change, it may be felt as threatening. 

5. The Role of Affiliation Needs in Budget Motivation 

The budgeted manager is part of the social network of his organization. 
He will belong to various small groups in this organization, which to 
some extent will satisfy his affiliation (belongingness) needs. Unlike the 
lower needs, this group does not mainly induce negative attitudes; actual 
fulfilment of affiliation needs in the job situation can both exceed and 
lag behind expectations, so that the attitudes they induce may be both 
positive and negative. 

The social relationships of the budgeted manager in his job in a very 
simplified scheme look like fig. 3-3. 
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The manager is shown in fig. 3-3 as having four main types of social 
relationships: 

a. The relationship with his superior. This is generally a very important 
one to the budgeted manager. The superior is the direct representative 
of the organization s formal power over him. Moreover the superior 
is generally one of the members of the organization with whom he has 
the most frequent and regular contact about highly relevant matters. 
The power element in the manager-superior relationship (represented 
by the possibility of the superior giving financial, status and promotional 
rewards or penalties) has already been discussed in the context of the 
safety needs. If it has any motivational implications, there is a strong 
risk that these are negative. 

It is my impression, however, that the meaning of the power element in 
superior-subordinate relationships in business is often overestimated. 
In ordinary day-to-day operations, the interpersonal relation and 
communication between superior and subordinate is of much greater 
importance for the functioning of the organization than the power 
relationship. In a sense, superior + subordinate are just a small group 
together - the smallest possible group, communicating and influencing 
each other, thereby satisfying pardy each other’s need for affiliation.! 
Budget motivation may be reinforced by this small group relationship, 
if the superior himself is sincerely motivated by the budget and com¬ 
municates this. Vroom (i964 b , p. 78) reports similar effects between 
first-line managers and workers. 

In those cases where superiors and subordinates do not have frequent 
interpersonal contacts, for example when the subordinate is in a geo¬ 
graphically different location, the small group relationship between 
superior and subordinate will be much less tight. In these situations the 
budget motivation of the subordinate will be less dependent on that 
of his superior. The whole of chapter 12 is devoted to the superior- 
subordinate relationship. 

b. The relationship between the budgeted manager and his peer managers. 
While considerable attention has been paid to group processes among 
rank-and-file employees, studies of group processes among managerial 
employees have been much more rare. I have already remarked that 
the accounting theory of budgeting does not show any acknowledgc- 
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mcnt that people react on control systems other than as individuals 
(chapter 2). However, there is no doubt that managers are fundamentally 
not different in their human reactions from any other employees, and 
therefore will also show group reactions, if the circumstances allow peer 
group formation. Such peer groups play an important part in satisfying 
affiliation needs on the job. Group membership means being subject 
to group pressure toward group norms; the budget motivation problem 
now becomes a group motivation problem. There are various possi¬ 
bilities : 

- There is a closely knit group of peer managers with a group norm 
i against the budget; the effect on the individual’s budget motivation 

will be negative. “There is a fair amount of research evidence indi¬ 
cating that middle and lower management groups tend to develop 
■ protective mechanisms which, although more elaborate and consider- 
; ably more costly to the organization, are psychologically identical to 
those developed by workers to defeat the administration of individual 
incentive plans” (McGregor, i960, p. 150; see also Miles & Vergin, 
1966). In the present study, another similarity between manager’s 
group behavior and workers’ group behavior towards standards is 
shown (chapter 8): the development of informal group standards, 
1 which may deviate from formal budget standards. 

- There is a closely knit group of peer managers with a group norm 
. reinforcing budget motivation; the effect on the individual’s budget 

motivation will be positive. This situation is similar to the one de¬ 
scribed by Vroom (1964k, p. 80) for the workers’ level: 

“The highest level of performance should occur when the worker 
strongly desires acceptance by his co-workers, and anticipates that he 
will receive this acceptance only if he performs effectively”. 

- There is no strong tie between peer managers for situational reasons. 
This is a neutral condition with regard to budget motivation. 

- Although a group formation of peer managers would be possible and 
obvious, budget pressure acts in a way that makes the managers 
department-centered and breaks interdepartmental ties. In this case, 
budgets themselves are a tool for frustrating affiliation needs; they can 
be expected to arouse negative attitudes. An illustrative example of 
this is given in Argyris’ book ‘Executive Leadership: An Appraisal of a 
Manager in Action’ (i953 b ). 
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The positive use of group forces to back up budget motivation depends 
strongly on the formal group leader, most often the common superior 
of the budgetees. 

Group participation in standard-setting will make the standards into group 
goals and improve performance to reach these goals, as was shown in an 
experiment by Lawrence and Smith (1950). Likert (1962) reports how 
the use of group meetings in discussing results for groups of salesmen is 
correlated with higher group productivity. 

c. The relationship between the budgeted manager and his subordinates. 
In many cases the fulfilment of the budget depends on the performance 
of other people than the budgeted manager himself: his subordinates. 
Argyris (i960) describes how between manager and subordinates there 
can exist a ‘psychological work contract’, to the effect that subordinates 
will be left alone as long as they do not transgress certain informal rules. 
If budget pressure breaks this psychological work contract that makes 
the superior-subordinate contract viable, it will lead to negative feelings 
for both superior and subordinate. 

d. The relationship between the budgeted manager and staff employees, 
especially those from the controller’s department. Generally, the staff 
people will represent a different sub-culture within the organization 
from the manager’s. Contacts with the staff are not so essential for the 
manager’s affiliation needs. Therefore, the possibilities of positive budget 
motivation through line-staff contact are limited. Unfortunately, there 
are many possibilities for negative budget motivation by staff people. 
Argyris (i952 a ) has reported that the staff can be seen as people who 
constantly find fault with the line. The staff may represent a certain 
impersonal bureaucratic power that is resisted. It may be misunderstood, 
because it speaks another language, and therefore just be seen as a spoil¬ 
sport. It may be seen as the personification of disagreeable budget 
pressure. In the terminology introduced by Herzberg (see p. 54), the 
line-staff contact is hygienic in its potential, rather than motivating. 

The Simon study of controller’s departments, described on page 42, 
has indicated some ways to avoid negative motivation by the staff. The 
present study also found some clues here, which will be described in 
chapter 11. 
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6 . The Role of the Need for Esteem from Others in Budget Motivation ■ 
Recognition by the Superior 


udget variances are a basis for appraisal of at least three types- self- 
appraisal of the budgetee, subordinate appraisal by his boss and activity 
appraisal by higher management (Shillinglaw, 1964, p. 153). Of these 
three, self-appraisal and subordinate appraisal have motivational impli- 

: Ca ?i < u S, j S ^ f " aP ? raiSal 1S reiated t0 achievement motivation, which 
wdl be dealt with in the next section. Subordinate appraisal is related to 
recognition motivation of the subordinate, which belongs to the ‘esteem 
rom others need group: it can also be related to the immediate attri¬ 
bution of rewards and penalties (see section 4 of this paragraph). Recog¬ 
nition for budget performance does not, of course, need only to come 
from the boss. Peers or staff may also give such recognition, but as the 
usual distribution of roles in a hierarchy is such that one looks to his 
superior for appraisal, I will restrict myself to recognition by the superior 
Recognition may take the positive form of praise, or the negative form 
of criticism. In principle, there is no direct link between budget variances 
on the one side, and praise or criticism on the other side, because budget 
variances may be caused by uncontrollable causes through no merit or 
fault of the budgetee. However, in practice this is often forgotten, 
especially in the case of negative variances: “the reactions of executives 
to such situations as unfavorable deviations from standards are probably 
. biased 111 the direction of‘doing something’, of‘taking corrective action’ 
To some extent this bias probably arises out of the human inclination to 
r °“ others ancl on situations and to ‘improve’ things” 

(Bradshaw & Hull, 1950, p. 192). Therefore a demand for ‘explanation 
of a negative variance is felt by the subordinate as an implicit criticism or 
even threat. Unfortunately, the principle of‘management by exception’ 
(the assumption that the perfect manager manages by exception, chapter 
2, P- 37 ), tends to fix the boss’ attention precisely on the unfavorable 
' dev ' atl °ns an “ not on those cases where standards are met. The system 
is therefore strongly biased towards criticism for insufficient perfor¬ 
mance, and even unfounded criticism, rather than towards positive 
; recognition. As budget systems are often operated, they are likely to 
: frustrate the need for recognition of good performance by the budgetee 
and therefore they are likely to arouse negative feelings here (Stedryj 
1964“, p. 9). ' 
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We must not, however, overestimate the effect that the system could 
have, even if good performance were recognized by superiors Meyer, 
Kay and French (1965) state on the basis of a study in the General Electric 
Company, that although “criticism has a negative effect on achievement 
of goals, praise has little effect one way or another . In the Herzberg 
experiments, it is shown that the good feelings caused by positive re¬ 
cognition are generally quickly gone and relatively less enduring than 
good feelings caused by all other factors (the same, incidentally, holds 
true for the bad feelings because of lack of recognition; Herzberg et al„ 
1959 , P- 72)- It looks as if the potential of recognition as a motivator 
is limited to the short term, at least in our Western culture. 

The doubts expressed here as to the adequacy of subordinate a PP”“" 
on the basis of budget performance as a motivational tool, actually o 
true for performance appraisal in general. Neither subjective perfor¬ 
mance judgments (McGregor, 1957). n° r objective measurements 
(Ridgway, 1956; Coleman, 1965), seem to be of much use in positively 
motivating subordinates. Meyer, Kay and French (1965) t ere ore 
recommend using appraisal only as a justification for salary action, and 
to have separate goal-setting interviews for the purpose of motivating 
subordinates. This takes us to the participation issue, which will be 
dealt with in section 8 of this chapter. The evidence about the effects 
of subordinate appraisal in budget motivation collected in this study is 
presented in chapter 12. 

7. The Role of Achievement Needs in Budget Motivation; Levels of Aspiration 

One of the assumptions about human behavior in the accounting theory 
of budgets mentioned in chapter 2 , was that goal-setting by the organi¬ 
zation improves people’s performance. Some people, reacting to t s, 
take the position that not goal-setting itself, but only the system o re¬ 
wards and penalties associated with it has an effect on performance; 

“What is not commonly understood is that the budget itself is not intended to 
as a motivating force” (Shillinglaw, 19641 P- I 54 )- 

Contrary to the opinion quoted, however, there is evidence that the 
budget can act as a motivating force; what is not commonly understood 
is, when, and why this is the case. 
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depending on the size of this diffetence and the ease with which the achievement has 
been reached” (Lewin et al., I 944 > P- 374 “ 375 )* 

In practice the level of aspiration may be more of a border zone than a 
border line; also a person may have several levels of aspiration, depending 
on whether one asks what performance he hopes to reach or what 
expects to reach; Rotter (i 9 54 , chapter VI) uses the term minimal goal 
levels’ instead of ‘levels of aspiration’, which again may work outsomc- 
what differently. Important measures introduced m the Level of p 

ration Theory are the 

- goal discrepancy = level of aspiration 

— past performance 

attainment disaepancy = level of actual new performance 
— level of aspiration 

Feelings of success and failure tend to be positively associated with 
attainment discrepancies, but only up to a certain limit; outside that, goal 

No ^'experiments have shown some indications as to the effects <4 and 
^fes on levels of aspiration. Hie effect of a level of aspiration can 
i be expressed in terms of its goal discrepancy. Posttwe goal ***&££ 
are generally associated with high motivation and good performance.. Three 
' types of factors are reported to have effects on levels of aspiration. 

„ Temporary situational factors, i.e. attainment discrepancies in the 
previous task Child and Whiting (1954) We proven the following 

-TctTgcnerally leads to a raising of the level of aspiration, and failure 

- The stronger* the success, the greater is the probability-of a riseinlevel 
of aspiration; the stronger the failure, the greater is the probability o 

• - SlStTevel of aspiration are in part a function of changes in the 
subject’s confidence in his ability to attain goals. 

- Effects of failure on level of aspiration are more varied than those of 

Thevhave found some evidence in support of another hypothesis: 

- Failure is more likely than success to lead to withdrawal in the form 
of avoidance of setting a level of aspiration. 


65 






b. Cultural and group factors: 

~=l!!===s== 

Ours is an ‘achieving society’. McClelland (1961) has, in a book with this 

memXatn ° f ^ “ “W 

Besides being influenced by the larger culture, the individual mav be 
subject to Standards valid for the group he belongs to - what perforZnce 
is normal for this group - or to standards of other reference groups 
which serve as calibration points for his own level of aspiration. 

c. Personality factors: 

Some people appear to be more motivated by a need to achieve success 

°*h" 5 SW m ° re a ? eed t0 aVOid failure - Su “ess-oriented people 
tend to have positive goal discrepancies, failure-oriented negative ones- 

Pe ° Pl r V e UnrealiStic 80aIs - either extr emely 

high or extremely low, without having them affected in any way by 
actual results. Success-oriented people tend to prefer a calculated risk 
adure-oriented people are more the ‘gambler’ type. The position of an 
individual between success-ami failure-orientation is related to factors 
ike his education, his age and his general experiences of success and 
a ure in his lifetime; these general experiences lead to his self-concept 
and his confidence in his ability to attain other goals.* ? 

We see that the level of aspiration both depends on and, in its turn 
ences performance. There is a circularity in this process, which 

sull worsc. 80 Perf ° rmers perform stiil and the bad performers 

Wjf *5* LeVCl0fAspirat !° n Theor y dealt w dh so far is concerned with 
levels of aspiration set without explicit external standards, like budgets 
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now to see to what extent external budgets influence aspiration levels 
and thereby performance - to what extent are the budget levels inter¬ 
nalized? “A level of aspiration is fundamentally an operational goal. It is 
a base for action, stated with perceivable variables and in a simple way . 
(Starbuck, 1963, p. 58). If, in this quotation, we substitute ‘budget’ for 
‘level of aspiration’, we get a sentence that would work well in any 
conventional textbook on budgeting. We see, therefore, that level of 
aspiration’ is nothing but an internalized budget; which, however, not 
necessarily coincides with the formal, external budget. 

This is confirmed by the results of Stedry’s experiment. I will postpone 
the discussion of the experiments of Stedry, and of Stedry and Kay to 
chapter 8, where I can compare them with mine. Thus far we can con¬ 
clude that a budget in itself can be a standard for achievement for a 
budgetec and in this way an important contribution to his motivation. 

8. The Role of Autonomy Needs in Budget Motivation; the Issue of Partici¬ 
pation in Standard-Setting 

In chapter 1 I have expressed my ideological concern for the possibility 
of autonomy within the budget control system. The way this autonomy 
works, is that decisions are taken, or at least prepared, on the lowest 
hierarchical levels possible. Lower levels participate in decisions that 
usually have been reserved to higher levels. This is influence group 4 
as described in chapter 1. ‘Participation in decision-making’ is a much 
: used term. To avoid misunderstanding, I will refer to ‘participation’ 
only as perceived by the lower level participant. This excludes the pseudo¬ 
participation’ described by Argyris (p. 42); my definition of partici¬ 
pation is what Vroom (1959) calls psychological participation (the term 
is also used in French et al., i960). Participation in decision-making can 
assume various degrees. In the strongest case, the decision is fully left 
to the subordinate. In a weaker case, the superior takes the decision after 
hearing the subordinate. In a very weak case the superior explains his 
decision to the subordinate after it has been taken, and asks for questions. 
A full scale for the degree of participation will be given in chapter 9. 
Participation in decision-making can be exercised both by groups (group 
decisions) and by individual subordinates; it is useful to keep this diffe- 
rence in mind, for the motivational implications may be quite different. 
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Many experiments and field studies have proven now that under certain 
conditions (to be discussed below) participation in decision-making will 
improve the subsequent performance of the participant. Most experi¬ 
ments have been concerned with group participation. The classic examp¬ 
le is the field experiment of Coch and French (1948) in the Harwood 
Pajama Manufacturing Company, Harwood, Virginia, U.S.A. Having 
groups of girls participate in the introduction of change in the production 
programme resulted in an increase in performance without any girls 
leaving, instead of the performance drop and high labor turnover usual 
on such occasions. 

Another example is a laboratory experiment carried out in the U.S. by 
Bass and Leavitt (1963). They used business managers and supervisors as 
their experimental subjects. The subjects, divided into groups of three, 
performed simple tasks, for which: 

- either they had planned in their own group 

- or they were given the planning made by another group. 

The experiment showed a clear tendency of self-planners to perform bet¬ 
ter than those operating others’ plans. 

Further examples can be found in Likert (1961), p. 43 and Vroom (1964 s ), 
p. 220 ff; compare also the discussion of peer group influences in section 
5 of this chapter. 

Participation in decision-making by individual subordinates has, to my 
knowledge, only been studied in field settings. Recently, two studies in 
the U.S. have been devoted to joint goal setting by superiors and sub¬ 
ordinates as part of appraisal and counseling procedures. One is a field 
study by Raia (1965) with the Purex Corporation, another a natural 
field experiment (i.e. a field experiment in which the experimental change 
occurred unintentionally) with General Electric Corporation (Meyer, 
Kay & French, 1965; French, Kay & Meyer, 1966). Both studies deal 
with goal setting for managerial or professional employees. As perfor¬ 
mance is always difficult to measure in these cases, these studies give only 
indications of performance improvement, no statistical proofs. Addition¬ 
ally, both report considerable improvements in attitudes. (See also my 
remarks about “appraisal” in section 6 of this chapter). 

Why does participation in decision-making improve performance? 

a. One reason is communication. Participation by a subordinate in 
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decisions of a superior that affect him, serves to close a feedback cycle 
between superior and subordinate. This feedback is the essential condition 
for learning processes within the organization; it makes the organization 
adaptable to change; it guarantees a higher quality of decisions. 

b. A second reason is control I have quoted (chapter i) Tannenbaum’s 
hypothesis that the control of a superior and that of his subordinates can 
be positively related. This can be explained by a quotation from March 
and Simon (1958 p. 54) as follows: “The greater the amount of felt 
participation, the greater the control of the organization over the evocation 
of alternatives, and therefore, the less the evocation of alternatives 
undesired by the organization”. 

c. The third reason is motivation. Participation in decision-making can 
satisfy basic needs of the participant. There are several theories as to 
which basic needs can be satisfied by participation: 

- The most obvious supposition is that there is a basic need for autonomy 
and independence at least in our modem, western culture: in line with 
the tendency towards democratization noted in chapter 1, “There is a 
widely held cultural norm of independence in decision-making that 
makes at least pro forma participation in decisions a condition for their 

< acceptance without further exploration of alternatives” (March & 

| Simon 1958, p. 54). In the Herzberg experiment, the third most fre¬ 
quently long-term factor mentioned in the ‘good’ stories (after ‘ achieve¬ 
ment’ and ‘work itself’) was ‘responsibility’ which included indepen¬ 
dence (Herzberg et ah, 1959* P- 7 2 )* 

« - For group participation, the need for affiliation with the group will 
obviously stimulate performance to comply with group-accepted goals 
(compare section 5 of this chapter). In a theoretical paper, Patchen 
(1964) hypothesizes that participation in decision-making in general 
may lead to identification with the organization, which makes the 
individual more susceptible to social pressures from organization 
members (at various levels in the organization). 

- Participation in decision-making can also be related to the need for 
achievement. In the same paper, Patchen hypothesizes that participation 
may help the individual to get a sense of personal achievement from 
reaching goals in his work. Participation helps to internalize the goals 






that are set. In the light of section 7 of this chaper, we can interpret 
this function of participation in that it stimulates the formation and 
formulation of a level of aspiration (this is not to say, of course, that 
participation is the only way in which levels of aspiration can be 
formed). 

- Argyris (1957 s , p. 191-192), dealing with participative’ leadership, 
sees this type of leadership as fulfilling the individual’s need ‘to obtain 
optimum self-actualization’. This takes us to the top of the Maslow 
hierarchy (fig. 3-1). However, as stated before, self-actualization is a 
rather vague concept; it is difficult to apply it in practice. 

It was not long before social researchers discovered that the performance¬ 
improving effect of participation in decision-making is conditional 
upon several other variables. Participation does not always work 
(Tannenbaum & Schmidt, 1958; Likert, 1958; Davis, 1963). Limitations 
to the effect of participation on performance can be found in: 

*' Per sonality traits of the participant. Vroom has proven in a field 
study, that “authoritarians and persons with weak independence needs 
are apparently unaffected by the opportunity to participate in making 
decisions. On the other hand, equalitarians and those who have strong 
independence needs, develop more positive attitudes toward their jobs 
and increase in performance through participation” (Vroom, 1959, p. 327) 

b. Experiences of successful participation in the participant, partly 
determined by personality traits in the superior. In the goal-setting field 
experiment with General Electric (French, Kay & Meyer) it was found 
that a high level of usual participation acts as a background factor which 
promotes the formation of strong personal goals and leads to favorable 
effects of experimental participation on subsequent peiformance. 

‘‘Under conditions of, . . low usual participation, however, experimental participation 
has strong negative effects on subsequent performance improvement” (French Kav & 
Meyer, 1966, p. 18). ’ 

c. Cultural influences on the participant, as well as on the superior. 

I quoted before the Coch and French experiment, which showed the 
very positive effect of group participation in decision-making in the 
setting of a U.S. Pajama factory. One of the researchers involved was 
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b. Decisions on the setting of standards. 

c Decisions about actions on reported variances. 

As was illustrated in the beginning of this chapter the tradfflonjc^ 
is with k ‘Participation in the setting of standards only. In chapter 2, 
the assumption was noted that “having people participate m god-«*ang 
improves their performance still more” (than goal-settmg alone). Tins 
sole concern with participation in standard-setting is an oversimph - 
cation On the one hand, there is more in the system to participate in 
(a and e above); on the other hand, the use of participation in standard- 
setting has its limitations, which will be shown in chapter 9. Recently 
a polemic about the use of participation in standard-setting has been 
published between Stedry (1964*) and Becker and Green (l9<i2 ’ 1964)1 
the latter defend participation. . 

To my knowledge, previous to the present study there is no empinca , 
tested evidence of the effects of ‘participation in standard-setting m a 
budget situation on motivation. The evidence of the present study, which 
is collected in chapter 9, shows that participation in budget-setting do 
have a noticeable effect on budget motivation. 

9. An Integrated View of Positive Need Satisfaction through Budgets; The 
Game Spirit 

The past pages have shown a number of ways in which budgets may 
motivate positively or negatively, by either satisfying or rustranng 
basic human needs. It is now time to try to integrate these "‘“an A 
motivation, to answer our basic problem ‘how to hve with budgets and 
yet be motivated by them’. For this reason, I have summarized the 
main positively and negatively motivating characteristics in budget 
systems in fig. 3 - 4 - The table in fig. 3-4 is divided according to the type 
of basic needs mainly involved, going from safety needs to autonomy 
needs’ One sees at a glance that in this sequence the number of negativey 
motivating characteristics decreases and the number of positively 
motivating characteristics increases. Many of the negative characteristics 
have to do with rewards and penalties and other side-effects usually 
connected to budget performance, but not intrinsically belonging to 1 , 
many of the positive characteristics have to do with the challenge o 
budget performance for its own sake: with the intrinsic aspects of the 
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Types of 
basic needs 
mainly involve 

Characteristics in system 
positively motivating: 

Characteristics in system 
negatively motivating: 

Safety Needs 
(section 4 of 
this Chapter) 


- Heavy stress on salary rewards 
and penalties, leading to possi¬ 
ble feelings of injustice and un¬ 
fairness. 

- Heavy stress on status and pro¬ 
motional rewards and penalties 

- Management by fear 

- Stress on accountability 

- Changes for which the budgetee 

is not prepared. 

Affiliation 

Needs 
(section 5) 

- Frequent communication 
budgetee-superior, develop¬ 
ing in budgetee a positive 
perception ofsuperior’s bud¬ 
get motivation 

- Formation of coherent peer- 
groups of budgetees with 
norms reinforcing budget 
motivation, by using group 

[ methods of supervision. 

- Stress on the power eleihent in 
the budgetee-superior relation¬ 
ship. 

- Formation of coherent peer- 
groups of budgetees with group 
norms against the budget. 

- Breaking interdepartmental co¬ 
operation by budget pressure; 
making budgetees department- 
centered; divide and rule. 

- Breaking ‘psychological work 
contract between budgetees 
and their subordinates by bud¬ 
get pressure. 

- Controller’s department exer¬ 
cising bureaucratic power 
through the system; being mis¬ 
understood and seen as spoil¬ 
sports. 

Esteem-from- 
others Needs 
(sections 6) 

Moderate use of praise as 
well as criticism 
- Separation of appraisal and 
goal-setting 

- Bias towards personal criti¬ 
cism when unfavorable budget 
variances are shown 

- Management by unfavorable 
exceptions only. 

Achievement 

Needs 
(section 7) 

- Knowledge of results 

- Potential of budgets to be 
internalized into personal 1 
levels of aspiration 




Types of basic 
needs mainly 
involved 

Characteristics in system 
positively motivating: 

Characteristics in system 
negatively motivating: 


- Value of budget as a public 
standard for achievement, 
having meaning to others 
than the budgetee only 

- Consistent failure-experiences 


- Balance of success and fail- 


ure-experiences, adapted to 
personality, age etc. of the 
budgetee (see ch. 8) 

(see ch. 8) 


- Budgets seen as challenging 

- Budgets seen as easy 


(see ch. 8) 

- Budgets seen as impossible (see 
ch. 8) 

Autonomy 

- Participation in decisions to 


Needs 

structure the budget and 


(section 8) 

variance reporting system 

- Using external reference 
points for standards where- 
ever available (see ch. 9) 

- Participation in finding ref¬ 
erence points for standards, 
(see ch. 9) 

- ‘Participation’ in standard-set¬ 
ting that is not perceived by the 
budgetee as such (‘pseudo-par¬ 
ticipation’) 

- Participation in the setting of 
standards for areas outside 
operational control. 


- Using participation in stan¬ 

- Using participation in standard¬ 


dard-setting where external 

setting indiscriminately (see 


reference points are not 
available, to an extent adap¬ 
ted to the need for autonomy 
in the particular budgetee. 
(see ch. 9) 

ch. 9) 


- Using standard-setting by 

- Using standard-setting by 


higher authority where ex¬ 

higher authority indiscrimi¬ 


ternal reference-points are 
not available, also to an ex¬ 
tent adapted to the need for 
autonomy in the particular 
budgetee. (see ch. 9) 

- Participation in decisions to 

nately (sec ch, 9) 


act on reported variances 

- 


fig. 3-4. Summary of Characteristics in a Budget System Positively and Negatively 
Motivating Budgetees. 



system. This conclusion is identical to that of Herzberg et al. for the 
total job situation: there is an antithesis between motivators and hygiene 
factors for the budget situation too. 

This is illustrated by one of the side-outcomes of Stedry’s budgeting 
experiment. After participating, the subjects filled out a questionnaire 
with a number of attitude questions. Three out of the eight questions 
dealt with the financial rewards Stedry had used: whether the subject 
enjoyed participating predominantly for the money, or predominantly 
for the challenge; whether the money rewards had made him try harder; 
and whether a money reward twice as high would have made him try 
harder still. For all three questions, those stressing the importance of 
money had significantly lower performance in the experiment than those 
not stressing money (Stedry, 1962, table 1-2, my interpretation of Stedry s 
data). 

It will also be clear from the analysis in this chapter, that in budget 
motivation we are dealing with a very complicated phenomenon; we 
cannot isolate just one characteristic and use it or decide to avoid it; 
many effects will develop, whether we like it or not. Our problem of 
designing an optimally motivating budget situation is not solved by a 
recipe of do’s or don’t’s. What the analysis and fig. 3-4 can do is indicate 
the general atmosphere in which budget communication must take place: it must 
foster the idea that budget performance is an end in itself, existing for its 
own sake, not primarily leading to some external reward. 

Many activities in our society are carried out for their own sake; they 
are called play. Can budgeting be played? 

The Dutch social historian J. Huizinga has legalized the playing man’ 
with his essay Homo Ludens (1938). In this, he has shown convincingly 
that to a large extent all human culture is play. Huizinga distinguishes 
between various levels of play: the primitive activity of animals and 
children, the solo skill exercises of children and adults, and the social 
games, existing in a regulated activity of a group or community, or of 
two groups against each other. Especially these latter, higher types of 
games are historically at the root of many elements of past and present 
culture: they can be traced in poetry and other arts, philosophy and 
sciences, law and business. 

To avoid misunderstanding, let me stipulate that I use the words play’ 


76 



and ’game’ in the psychological sense; as defined in Drever, A Dictionary 
of Psychology (1952): 

“Play: activity, physical or mental, existing apparently for its own sake, 
or having for the individual as its main aim the pleasure which the 
activity itself yields. 

Game: organized play according to definite rules with a definite objec¬ 
tive, and usually competitive”. 

This meaning of ‘play’ and ‘game’ is different from that used in the 
Mathematical Theory of Games, which is a branch of Mathematics 
dealing with the content of decisions in games, rather than with the 
process of playing (e.g. Vajda, i960). It is also different from that used 
in the ‘Transactional Game Analysis’ of the psychiatrist Berne (1964), 
who calls ‘games’ the recurring sets of transactions people engage upon 
to gain a mostly irrational, psychological advantage, rather similar to 
the ‘gamesmanship’ described by Stephen Potter (1962). 

Huizinga analyzes the characteristics that are the essence of ‘play’. 
Amongst these are the following, all very significant to our subject: 

a. Play is an activity carried out for its own sake. 

b. It has a potential for high motivation and involvement of the players. 

c. It entails a challenge for definite achievements. 

d. It presupposes a certain free area to play in, a certain margin or scope 
or ‘play’, in the sense of chapter 1, p. 18, both in place and in time. 

e. It is separated from real life. 

/. It follows certain rules, which are voluntarily accepted by the players 
and conscientiously followed. 

g. It has a potential for creating a team spirit. (Huizinga, 1938, chapter I). 
I could add to this list, that because play is separated from real life, it is 
basically safe; a playing dog bites, but it doesn’t bite through. Also, 
that play is something people engage upon out of their own free will: 
the players maintain their basic autonomy. 

Although ‘play’ is opposite to ‘earnestness’, this does not mean that 
players are not earnest when playing. They know they are playing; yet 
they are fully involved and earnest. 

Huizinga points to many play elements in present-day society. He does 
not, in the first place, include the most obvious element: organized 
sport life. He notes (p. 204) a paradoxical tendency in organized sport 
to lose its play characteristic and to become earnestness; contrariwise, 
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economic occupations, which started to be carried out for the sake of 
interest or need, are acquiring secondarily a play character. They 
develop an inner culture of their own, in which rules are valid that have 
no general finality outside their limited ‘playground’. 

Thus, business is a game. The quotation on the second title page of 
this book is from the founder of a great business organization. Huizinga 
quotes another great businessman (A. F. Philips): “ . .. both my brother 
and I have, in fact, never considered our business as a ‘task’, but as a 
game . . .”. How many managers in business, without stating it so 
explicitly perhaps, carry out their job as if playing a game? Many and 
often far-reaching decisions in business are in the last resort taken just 
because the manager likes taking them. This is not just because rationality 
in any human organization is limited; it is because these organizations 
have a rationality of their own, the rules of their game. It is reflected 
in a well-known slogan: ‘There’s no reason for it - it’s just our policy’. 
It is one thing to note, philosophically, the game aspects in business, but 
another to try consciously to use them positively in motivating employees. 
‘Human Relations’ literature seldom refers to play. An exception is a 
book by Fraser: 

“We recognize .. . that sportsmanship is an admirable quality in a person and one which 
is linked up with emotional maturity, self-control, and the ability to make a strong 
competitive effort while at the same time keeping it within the framework of a set of 
rules. In our games environments, ... we have got the relation between the personal 
qualities of the individual and the working of the group pretty well sorted out. We 
might do well to transfer some of our concepts of sportsmanship to other groupings in life also, 
and use them to interpret what is happening in our working life and our familylife. 
In these groupings the roles have not been so well defined nor do the conventions seem 
always to have the same kind of authority. If we accepted a similar code of behaviour 
to that which governs our sportslife in this country at the present day, many of our 
difficulties might be clarified” (Fraser, i960, p. 195-196, my italics). 

It is probably not by accident that this was written in Great Britain, 
where games have for centuries had a more important place in culture 
than probably in any other Western country. Another writer who pays 
some attention to play is Maier in ‘Psychology in Industry’ (1955), but 
he refers mainly to play as a necessity to replace work after retirement 
(p. 399 - 400 ). 

One particular area where games have found official acknowledgement 
in business is as ‘business games’ for the purpose of educating managers 
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(e.g Hutte, i 9 <5 5 ). The fact that the 'game model’ for what happens in 
git1de b a USmeSS 15 C ° nSillered Valid ’ proves at least openness to the 

The motivation through games and play is a remarkably neglected area 
a blind spot in motivation theory, which is all the more surprising in 
view of its ubiquitous presence in everyday life. There seem to be strong 
resistances to the idea that play is important; there is, besides, a powerful 
tradition in psychology to explain phenomena out of their finality to 
other phenomena, which resists the idea of activities existing for their 
own sake. Game motivation is discussed as a side issue in psychological 
textbooks. P ay is an acknowledged subject in development psychology 
(Russel, 1958). However, in one recent motivation handbook (Cofcr 
and Appley, 1964) play and games for adults are not even mentioned 
(except sex play), in another (Thomae-editor, 1965) on only two out 
ot 900 pages is any reference made to adult play. 

Maslow (1954) refers to play as an example of a relatively unmotivated 
reaction (p. 297-302) together with art, tastes, philosophy etc. This 
means that these activities are ends in themselves, and that they can all 

M “ low p “ “ *' «*■ 

White (1959) introduces the concept of competence, of the satisfaction 
obtained from the ability to control one’s environment, a satisfaction 
sought for its own sake. Gellerman, in interpreting White, gives evidence 
that the games and horseplay of seven- and eight-year olds have some¬ 
thing to do with events in the executive suite thirty years later” (Geller- 
man, 1963, p. 114 and 149). 

I had been struck by the play element in budget control before entering 
upon the present study, without realizing its full implications (Hofstede, 
I 9 64 a , p. 275). During the interviews with line and staff managers’ 
several of them spontaneously referred to aspects of the budget system 
in game term* Tovey (1963, p. r) quotes a British business executive: 
What js a budget It s a game - illegal but still a game’. And later 
’ d eSC ^ e °f e ‘' ‘ k e f?in to look at a budget as something of a 
game . Recendy in the U.S.A. Fuyuume (1965) has defended the game 
approach for controllers m working with operating management: 

b^wr^f s ^i , T i T n C “ be made betWee “ * e profit and loss state,n “' anda 

baseball score sheet. Such a comparison can often jolt a manager into realizing his 
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deficiency in understanding the game of management” . .. “The psychology of ‘game 
participation’ is constructive, while the approach of control for control s sake eng«to 
L attitude ofbeing oppressed” (p. ,i). “It is important to gam ^.^ctmot? 
as a participating player by .Iterating that every actron can materially_effe« 

The point is, when supervision can think management terms and rules with the ame 
facility and imerest as their favorite game, then we have a management body that can 
begin to play the game as a team, with direction and purpose. That purpose is to make 
profits as there is no substitute for winning games” (Fuyuume, 1965, P- 5 2 )- 

In stressing the game element of budgeting, let me make it clear that I 
do not want to do away with control. Stedry (i 9 < 54 b > P- ^ ff -) criticizes 
writers like Argyris (1962), Me. Gregor (i960) and Likert (1961), m that 
he feels they negate the need for planning and control. Although I do 
not necessarily share his interpretation, I have taken the warning not to 
neglect the formal organization point of view. Now the basic problem 
is how budgeting can be considered a game, because it is part of a formal, 
purposeful control system, and it should remain part of it. However, 
the answer is that this control system has repeatedly proven to be sell- 
destroying when used in a direct, mechanical way. I is so complicated 
because of all the technological, economic and human elements involved, 
that in a mathematical sense its operation is ‘over-determined - ike 
five equations with four unknowns. In order to make it viable, a p ay 
or margin or tolerance or random element must be introduced into the 
system, and this is the condition that makes it possible to exercise budget 
control as a game. This ‘play’ must therefore be valued positively. March 
and Simon (1958. P- I26 ) describe an ‘organizational slack which is 
unintended play in the control systems of an organization. They relate 
this to intergroup conflict: if the slack becomes less in crisis periods, there 
will be more competition between groups for the scarce resources and 
more intergroup conflict. Their ‘organizational slack’ has a connotation 
of wastefulness. My ‘play’ on the other hand is a condition for reaching 
a psychological and economic optimum: for avoiding the waste of 
destroying people’s motivation. I also find less intergroup conflict m 
‘play’ situations (chapter 12); March and Simon’s explanation can con¬ 
tribute in accounting for this. 

The concept of ‘play’ or ‘margin’ in the control processes of an organi¬ 
zation can be related to several other concepts. 10 The sociologist Merton 
'• These considerations are based on an exchange of views with Mr. H. Wallenburg, 
soc. drs. 
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stresses the need for privacy’ for the individual within social structures. 

... if the facts of all role behavior and all attitudes were freely available 
to anyone, social structures could not operate . . . ‘Privacy’ is not merely 
a personal predilection; it is an important functional requirement for 
the effective operation of social structure” (Merton, 1957, p. 375). 
Thomas, in describing the job situation of German metal workers, 
stresses the necessity for ‘the hidden situation’ (Thomas, 1964, p. 85, ff). 
Levinson et al. describe in the report of a participative field study in the 
U.S.A. the element ‘distance’: “controls were reinforced by the foreman, 
who did not, however, breathe down their necks. He did permit them 
to play, still in controlled fashion, when it was appropriate to play” 
(Levinson et al., 1962, p. 76). 

There are strong resistances to be overcome in business culture to officially 
establish this ‘margin’, because of both bureaucratic tradition and the 
Taylorist deterministic inheritance of the ‘one best way’. However, in 
our changing society, this inheritance is outdated: as one researcher 
recently put it: “My own researches showed that a belief that there is 
‘only one best way of doing most things’, is closely linked with the 
inability to maintain effective performance in changing conditions” 
(Pym, 1966, p. 81). 

In chapter 12 we will see how the experimental data support the theory 
that a budget control system will have an optimal effect on motivation 
when there is a sufficient margin in the system within which budget 
fulfilment can be seen as a sport or game. This means several things: it 
means a motivation from within, not through pressure from outside 
(Bennis, 1961). Motivation through pressure from outside goes together 
with lower job satisfaction; motivation from within goes together 
with higher job satisfaction. It also means that no energy will be spilt 
in fighting the system: in a game people accept the basic fact that there 
are rules. It finally means, if the game is well played, cooperation. It is a 
social game, but in the sense that different departments in the organi¬ 
zation are fellow players, not antagonists. The antagonist is the outside 
world: a real competitor on the market, an impending cost increase. 
Games are the more thrilling when played against strong odds. The 
only part of the game where departments are playing against each other 
is the game of standard-setting. Standards are often set by a game-like 
bargaining between line and staff. In chapter 9 it is shown that this 
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bargaining phase can be a positive contribution to the total game, 
provided that certain conditions are fulfdled. 

Creating the game situation demands a certain attitude of higher manage¬ 
ment and especially of the immediate superior of the budgetee. This is 
the really crucial factor. Technical provisions in the budget system can 
help to create the margin which is a condition for the game spirit. In 
the next chapter these will be introduced. 
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CHAPTER 4 

BUDGETS IN SYSTEMS THEORY 


Summary of this Chapter 

Chapter 4 consists of five parts. In the first part, a technical control model of 
a budget control system is presented as the engineer s point of view . In the 
second part, it gives a short description of General Systems Theory, and it 
shows how this can help us to integrate the viewpoints of various disciplines. 
The building of conceptual models of organizational processes is discussed in 
the light of General Systems Theory. These models can be descriptive or 
mathematical. The third part of the chapter gives five examples of mathematical 
models of organizations in which budgets play a role: those of Forrester and 
Roberts, Cyert and March, Bonini, Stedry and Charnes, and Mattessich. The 
fourth part shows a general descriptive model of a budget control system drawn 
by me, which can be seen as a map for the rest of the book. The fifth part 
introduces the concept of control limits, with its technical, organizational and 
motivational implications, and it shows how control limits are a technical tool 
to help creating the game situation in budget control. 


The engineer’s point of view 

In the past two chapters, the accountant’s and the psychologist s point of 
view about budgets were given. A third professional with a different 
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conception of our subject is the engineer. To an engineer, organizational 
control systems, like planning, quality control, standard cost control and 
budget control, all show an obvious similarity to technical controls, like 
the thermostat or the traditional governor of James Watt’s steam engine. 
The block diagram of a technical control can serve as a model for these 
organizational controls. This model is shown in fig. 4-1. Let us take the 
case of a thermostat in a room heating system. Room temperature is 
continuously measured, and compared to a standard: 


fig. 4-1. Technical Control Model of 
an Organizational Control System 
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the desired temperature at which the thermostat is set, and which can be 
adapted between certain limits. If the room gets too cold, the comparison 
between measured and standard temperature shows a variance exceeding 
a certain limit, and a signal is sent to a device able to intervene in the 
heating process, for example by increasing the inflow of the water into 
the radiators. Now, the room temperature will increase; if it gets too 
high, the reverse process sets in. In this way, the room temperature will 
be held within narrow limits, provided that the outside temperature is 
not too low (in which case the capacity of the heating system is insuffi¬ 
cient), or too high (in which case the heating system will be switched off 
altogether). 

The essence of this control process is the negative feedback connection 
leading from measurement and comparison with standard to a com¬ 
pensating intervention. Now this is exactly what organizational control 
systems try to do. In our case of the budget, a standard is set; periodi¬ 
cally, the performance of the process is measured and compared to the 
standard; variances are reported back to the budgetee, who is supposed 
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to intervene to compensate for these variances, so that the next measure¬ 
ment of performance will meet the standard again. 

The technical model of budget control is obviously a gross oversimplifi¬ 
cation. It does not show the motivational constraints of the budgetee, 
who is the ‘intervening unit’ in the system; it does not show how stan¬ 
dards are adjusted; it does not distinguish between lands of variances, etc. 

An integration of viewpoints: the systems approach 

There is a poem by Kipling about some blind men who study the ele¬ 
phant. The one who gets hold of a leg thinks it is a tree; the one who 
gets the tail thinks it is a rope; but none of them understands what the 
whole animal is like. Similarly limited are the viewpoints of either 
accountants, psychologists or engineers as I have pictured them, to 
understand the whole phenomenon of budget control. Somehow, we 
must try to integrate. 

The study of organizational processes has long suffered from an atomistic 
approach. They have been cut into elements and these elements have 
been studied in the light of various specializations. Now this is necessary 
and right, but specialists have long been unable to get together again to 
reconstruct a total picture of the process studied. This again has limited 
the value of their specialized analysis, because elements are influenced by 
each other; by isolating one element, one changes it. Real progress has 
only been made when representatives of different scientific disciplines got 
together more than incidentally. This happened during World War II, 
and led to the new fields of Cybernetics or the science of communication 
and automatic control systems, and Operations Research or the appli¬ 
cation of mathematical techniques to problem-solving in organizations. 
Since then, several other areas have been disclosed by interdisciplinary 
approaches: a new Organization Theory, Information Theory, Decision 
Theory, a Behavioral Theory of the Firm. The most general of all these 
approaches is Systems Theory, a title applicable to all studies of integrated 
organized structures, composed of interdependent parts. Thus, it covers 
subjects in geography, biology, physiology, physics, engineering, econo¬ 
mics, and social science. Its borderlines are extremely wide; it encom¬ 
passes virtually everything that Systems Theorists want to include in it. 
More than a strict theory, it is a way of thinking: an openness to cross 
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anv interdisciplinary borderline if necessary, and a basic appreciation of 
complexity. 

Systems Theory is not new, nor revolutionary. It is described in the 
papers of Mary Parker Follett, written in 1927: 

“We hear. . . from both economists and psychologists of a ‘want-system’ by which 
*-key mean that we cannot satisfy one want or desire after another, that my different 
denres act on each other, and that the total want-system is different from the addition 
of separate wants. Their use of the word ‘system’ is significant. They are using it in the 
♦-echnical sense m which biologists use the word, in the sense of organized activity” 
f Metcalf & Urwick 1940, Dynamic Administration - The Collected Papers of Mary 
Parker Follett, p. 190). 


In an attempt to offer a common terminology to describe general relation¬ 
ships for all sciences that deal with the empirical world, a General 

Hierarchy of Systems has been developed (based on the work of Von 

Bertalanffy and Boulding; my interpretation is borrowed from Johnson 

et al., 1963, p. 7-8 and Revans, 1964^. 

This hierarchy has nine levels of complexity: 

1. The static structure or framework, including not only mechanical or 
geometrical structures but also systems of classification like the one 
I am describing now. 

2. The simple dynamic system with largely predetermined, necessary 
motions, or clockwork. Most of the theoretical structure of the physical 
sciences is at this level. 

3. The closed-loop control mechanism or cybernetic system, like the 
thermostat I described. Its goals or ‘standards’ cannot be modified 
by the system itself. 

4. The open or self-maintaining system, like the cell in biology. If 
external circumstances change, the system itself can adapt its goals to 
maintain the super-goal of survival. In a very primitive sense, this 
is a ‘learning’ system. 

5. The genetic level of the plant, consisting of a society of cells; now the 
system not only survives in changing circumstances but it can grow 
and reproduce itself. 

6. The animal level, characterized by the brain, which creates the pos¬ 
sibility for an image’ or knowledge structure of the environment 
as a whole, to guide total system behavior. 
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7 - The level of the human individual, who not only knows, but knows that 
he knows; who possesses language and symbolism. 

8 . The level of social organizations, of human communication, values 
and culture Social scientists would probably prefer to split this into 
the level of the small face-to-face group and the level of the larger 
organization. B 

9 - A level o£ transcendental systems, across the borderlines of knowledge 
Our ability to understand and predict how a system will behave decreases 
quickly as we go from the first level to the higher ones; while on the 
lower levels precisely determined mathematical formulations are possible 
from about the fourth level onwards only general, statistical or 
descriptions are available. The value of the hierarchy concept is, that 
It shows how higher level complex systems are built from lower level 

are “ SU , bsyStemS - llerc | s structure in 1 although elements 

re interdependent, not every element influences every other, but some 

elements have stronger relationships than others. Thus separate subsystems 

'ST** f 3n b , e ldentlfied within the larger total systems. Simon 
(9 ) shows that the struggle for survival automatically favors the 
hierarchical system, composed of subsystems, above more complex ones. 


X lit? 


ui organizations 


In studying organizations, like the present study is doing, we are oper¬ 
ating at the eighth level of the General Hierarchy of Systems where 
compfcat, i, MM*. Wo„, ...a™ 

always tried to identify the lower-level subsystems within the total 
organization, which are more within our reach of understanding. The 

levJ W t” 8 !” 123 ° ry ° f Tayl ° r ’ Fayo1 etc ' sou e ht ^ second- 

level clockwork type subsystems. After 1945, under the influence of the 

development of cybernetics, third-level, thermostat-type, subsystems 

^ 'control "?' 10 T WCre ideMlfied (UOt ° nly dealin8 Wkh P'^B 
and control, but also more general ones, like in Bakke’s ‘Bonds of 

Gla 8 c“rMet.d'( ' 950 “ ^ ° f Br<Wn *** JaCques at the 

er Metal Company - see for example Oubridge, i960). Ten years 

later, ,t became more customary to look for the fourth and fifth level 

open systems 1 (Brown, i960; Rice, 1963). ’ 

1 The work of sociologists has contributed to the development of systems theonV, 
organizations, see for example Mayntz (1964). ^ 
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At whatever level one looks for subsystems, what is obtained is always a 
model, an abstraction of reality, not reality itself Some models fit 
reality better than others, but somewhere every model has its limitations. 
The models that have been built for subsystems of organizations, have 

been used in different ways: , 

i. As normative models, to show what should be done. Traditional 
organization theory has been largely normative. In a sense using a 
model in a normative way means forgetting it is a model. T e 
applicability of normative models to organizations is to a large extent 
a self-fulfilling prophecy: lines of actions not corresponding to the 
model are never tried, and there is a tendency not to perceive results 
or evidence conflicting with the model. 

2 As descriptive models, to understand better how a system works 
‘ and to predict outcomes. The application of cybernetics to organi¬ 
zations has served to understand better the functioning of control 
and communication . 2 The engineer’s technical control model ior 
budget control is a primitive attempt in this area. Control m the sense 
as -Kmod in chapter i is always a central issue in Systems Theory. T e 
cybernetic model works best for control inside the organization; where 
control involves the relationships with the outside world (Revans, 
1965 P. 97 ff.) models are less easy to construct, as we are operating 
on the fourth or fifth level of the Hierarchy of Systems. The final 
purpose of improved understanding of organizational systems is, of 
course, to improve the decisions that must lead to desired outcomes. 
The levels in the System Hierarchy correspond with levels of decisions. 
At the second or clockwork level, we have the programmed operating 
decisions; at the third or thermostat level the contro decisions, which 
can often be programmed too; at the higher levels the non-program- 
med decision for monitoring the lower-level processes, redesigning 
them, and changing parameter values (Simon, i960, p. 49 )- Un er- 
.f-nrUng these differences is in itself a reason for better decision-makmg. 

* Wiener (1950) sees control as a form of communication: “When I communicate with 
another person, I communicate a message to him andi although this h 

^mT messages “m which may indicate that the order is understood and has 
been obeyed” (p. 16). 
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3. The next step is, to translate the models into mathematical language. 
Mathematics applied to second-level, clockwork-type systems was the 
area where Operations Research was very successful in the first fifteen 
years after World War II. The mathematical theory of simple closed- 
loop control mechanisms was known for a long time already. Re¬ 
cently, mathematics has been applied to the operation of more 
complex higher-level systems. Some examples of it will be described 
below. The use of mathematics, and Systems Theory in general, has 
received a tremendous stimulus from the availability of the electronic 
computer. Since 1955 it has become possible to actually solve pro¬ 
blems of a complexity that made considering them only theoretical 
issues before. Still, the availability of the tool has a lead over its full 
use, and the perspective for further applications is wide. Computers 
can be used to actually solve mathematical equations, but an other 
way of using them, where analytical solving gets too complex, is for 
‘simulation’ - a step-by-step calculation of successive rounds in time, 
just to see what happens. As this takes an enormous volume of 
calculation, it can only be done on a computer. 

The use of mathematics is both a promising and a debatable issue. Lewin 
(1951, Chapter II) has stressed that mathematics has both a qualitative 
and a quantitative function: more than being a mere tool, it guides 
thought to a sharper analysis. This holds true very much, too, for 
computer use. The influence of computer logic in all kinds of scientific 
and practical fields has led to more accurate definitions and the resolving 
of ambiguities. Thus, computers have stimulated systems theory not 
only by being used, but by the principles upon which they are con¬ 
structed and programmed. In technical jargon, the computer itself is a 
, ‘system’; and the official title of those designing computer applications 
is ‘systems engineers’. 

; On the other hand, there are dangers in using mathematics. Simon 
(i960) has pointed to a tendency in Operations Research to simplify 
problems until the mathematically unmanageable elements are eliminated, 
and thus every similarity to reality is gone. In the same sense, McGrath 
(1964, p. 551-553) states that computer simulations, by entirely elimi¬ 
nating noise, also entirely eliminate information; that they may teach 
j everything about nothing. In the activities of mathematical model- 
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builders, like Stedry and Chames (see below), I sometimes find them 
using variables without any reference as to how these have to be oper¬ 
ationalized, i.e. identified in real life. Now this is quite legal in theoretical 
work, but if one starts to build an elaborate mathematical structure upon 
these ‘soft’ foundations, the total activity has more the flavor of play 
than that it has any external significance (in itself a perfect illustration of 
Huizinga s opinion, quoted in Chapter 3, about the play element in 
science). 

A deeper objection against the use of mathematics is expressed by Leavitt 
(1964, p. 61-62), who puts Operations Research in the same category 
with Scientific Management: “It is the same old theme either way - the 
conflict between technology and humanity”. 

Conclusions reached with mathematical tools are often overestimated. In 
Holland, Monhemius (1963) has contested the belief that Operations 
Research is ‘the science of decision-making’ as it is announced to be in the 
Dutch language (‘besliskunde’). This is exactly why people are afraid of 
computers. And they are right, if computers are used indiscriminately. 
Let us consider the following quotation: 

“The cybernetical view of organization shows us the way to a more radical application 
of the principle of‘management by exception*. A system of reporting, based on applying 
this principle with an iron discipline, has become possible by the use of computers, 
without any reason for fear of relaxing this discipline” (Starreveld, 1965, p. 332, my 
translation). 

In the light of the possible adverse motivational aspects of management 
by exception, an indiscriminate use of such a computer application could 
be disruptive. It is the problem of using a mathematical model without 
realizing its limitations. 

Some examples of mathematical models of organizations, and the role of 
budgets in diem 

One rather pretentious attempt at building an extensive model of an 
industrial organization and using this in a computer simulation, is 
Forrester’s Industrial Dynamics (1961). His extremely complicated 
models are developed to study among other things the dynamic behavior 
of inventories and production volumes; he calculates the flows of materi¬ 
als, orders, money, machine use, and men, controlled by decisions based 
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on the flow of information. He pays special attention to the effect of time 
delays in the system, and of amplification (small bits of information 
leading to big decisions). His models and simulations are used in particu¬ 
lar to study the effect of different policies, i.e. the rules governing decisions 
at various points. Forrester’s models are predominantly rational; he 
bases himself on structures developed from a verbal account of the 
decision-making process at each critical point in the system; he takes into 
account non-optimal behavior because of insufficient information, but 
not, for instance, because of insufficient motivation. 

Forrester’s book does not describe any cases in which budgets are 
included in the model. In a paper published some years after Forrester s 
book, Roberts (1964) reports on the design of management control 
systems with the tool of Industrial Dynamics. In this case, more attention 
is paid to non-rational factors, like attitudes, motivations, pressure. An 
illustrative example is presented of the dynamic behavior of a quality 
control system. Although actual production quality was held constant, 
reject rates fluctuated considerably, due to periodic pressure on quality 
standards. The paper also suggests dysfunctional effects of budget 
practices in the case of Control of Research and Development Projects: 

“ a system wich compares ‘actual to budgeted expenditures’ creates an incentive 
to increase budgets, regardless of need, and to hold down expenditures, regardless 
! of progress; one which checks ‘proportion of budget spent’ creates pressures on the 
: manager or engineer to be sure he spends the money, whether or not on some¬ 
thing useful” (p. 115)- 

Two other mathematical model-building and simulation projects take 
still more account of non-rationality in decision-making. One is by 
I Cyert and March, the other by Bonini. Both represent efforts to use 
not only technical and economic relationships, but also the relationships 
found in behavioral science research in the models. An inexhaustible 
source book for this type of model-building is March and Simon s 
; ‘Organizations’ (1958), a Baedeker in organizationsland, as unreadable 

but as useful. , 

Cyert and March, in their Behavioral Theory of the Firm, have built and 
! tested some models of industrial organizations which proved good 
j predictors of subsequent real events; for instance, one dealing with price 
i and output determination in a department store. Basing themselves on 
i observation of actual decision-making, they handle decision rules that 
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are semi-rational. One of these is called ‘iuasi-resoktion of conflict ’ 
Organizations have internal goals which may conflict considerably. Now 
the organization does not resolve these conflicts fundamentally, but only 
finds a solution m which they will no longer be so obvious. The inter¬ 
esting example of this is budgets themselves. Assuming an omniscient 
and rational organization, department budgets would be superfluous All 
behavior would be directed by the one goal of profit maximization, 
instead of by a budget subgoal. In fact, it is quite unlikely that all budgets 
can be set in such a way that they together represent the case of profit 
maximization. Thus, by setting budgets the problem of conflicting 
department goals is not optimally solved, but only quasi-solved. Cyert 
and March call these ‘aspiration-level goals’ (1964). In a theoretical 
paper, Simon (1964), stresses that decisions are much more influenced 
by constraints’ to be satisfied, than by goals to be maximized; not by 
lack of motivation, but just because of the cognitive inability of the 
decision makers to deal with the entire problem as a whole. 3 
A second semi-rational decision rule used by Cyert and March is called 
uncertainty avoidance. Organizations avoid uncertainty; they achieve a 
reasonably manageable decision situation by avoiding planning where 
plans depend on predictions of uncertain future events and by emphasizing 
planning where the plans can be made self-confirming through some 
control device. Here again the budget is taken as an example: it provides 
a negotiated internal environment. A budget is a series of contracts 
among the subunits of the firm; very stable during the budget period, 
and relatively stable from one period to another (Cyert & March, 1964)! 
We cannot but think here of the game aspect of business as described on 
page 78. Here, too, it is stressed that business creates its own rules, 
its own rationality. I would therefore translate Cyert and March’s 
uncertainty avoidance’ into “creating a game environment”. 

Bonim (1964®, 1964b) has also built a model in which he tries to use the 
views of various disciplines. By simulation he has studied the effect of 

various changes in external conditions and internal policy. An interesting 

variable he mtroduces is the ‘Index of Felt Pressure’ for each individual 
of the firm, which for example in the case of a salesman increases in- 


une could however, also maintain that aspiration level goals which function as 
constraints rather than as goals, are a prerequisite for individual motivation. This is the 
tenor of a recent book.by Hughes (1965). 
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versely with his sales in percent of quota. One of his experimental 
policy changes is particularly relevant to our subject: he tested the effect 
of a loose’ vs. a ‘tight’ industrial engineering department in setting 
standard costs for manufacturing. Through the model, he checked the 
effect of this on sales. He found that a ‘tight’ industrial engineering 
department reduced cost in the firm. However, this led to alleviated 
pressure on profits and sales, and the level of total sales fell so much 
that the over-all effect on the firm was weak.. The opposite happened in 
the case of loose’ standards. This result, of course, is only obtained by 
working with a theoretical model of limited validity. However, it is a 
very interesting example of the unintended results that cost reduction 
campaigns, and decisions in general, might have. 

In the specific area of building mathematical models for budget situations, 
Stedry and Chames have done a lot of work. They have constructed 
three types of models: 

1. A model for the one department, one goal situation. 

In dealing with levels of aspiration in chapter 3 I have pointed to the 
. fact that the level of aspiration both depends on and, in its turn, 

influences performance. This is a situation which can be well ex¬ 
pressed in a mathematical formula, which is the basis of Stedry’s 
I model. He hypothesizes various states of the budgetee: an encouraged 

i state, three states of discouragement, and a state of failure and dis- 

] appearance. He uses the model to test the effects of various rates of 

| budget reduction. He concludes, that budgets should be reduced at 

} a certain rate and that this should be done in such a way that an 

acceptable balance of positive and negative psychological reward for 
> the individual budgetee is obtained; also, that stress upon the budgetee 
: up to a point, is desirable, this point depending on the budgetee’s 

individual motivation structure (Stedry, i960, chapter 2 4 ): see also 
my chapter 8. While this first model is deterministic, a stochastic 
model for the one department, one goal situation is presented in 
Charnes and Stedry, i964 a . 

2. A situation that Charnes and Stedry have paid much attention to is the 
one department, more goals case. Examples are given in Stedry & 

j Charnes, 1962 and Charnes & Stedry, 1963, 1964 s . Here the problem 

4 A review of Stedry’s book by a group of accountants is given in Weinwurm (1962). 
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is dealt with as one of effort allocation depending on one of various 
possible reward functions. Among these is the reward function 
caused by management by exception’: no reward for attainment 
of goals, and punishment foi each non-attainment (1964% p. 231-232). 
The authors remark themselves, that “some of the optimal allocation ? 
rules... are quite complex. It is therefore likely that although the 
subordinate may be seeking such an objective, he may not be capable 
of allocating his effort in an optimal way” (Stedry & Charnes, 1962, 
p. 27). So the models do not solve the problem, how to design 
(psychological) reward structures to obtain a desired effort allocation. 

3. A third concern is about the relationship between overall company' 
goals and department subgoals. By using a linear programming 
model, Stedry (i960, chapter 5) illustrates again that optimization 
within departments can lead to non-optimization for the total 
organization. One of his suggested remedies for this is “the planned 
use of incorrect information in setting individual standards, which 
would lead to an optimum in the large” (p. 143). This can hardly be 
taken serious, and may be is not meant to be so; one obvious comment 
is that in this case somebody should know how much and in what 
direction the information should be incorrect, and that therefore from 
a higher point of view the information could be seen as correct, or at 
least as corrected. 

Another paper by Charnes and Stedry (1964 15 ) deals wholly with the 
issue of total company goals and department subgoals: “Perhaps an 
ultimate goal is an organization whose control system is designed so 
that the attainment of goals set for employees at all levels of the 
organization contribute to organization goals” (p. 26). 

In all the model-building of these authors, one wonders how many of 
the conclusions could have been reached by simple reasoning, without 
any mathematics at all. In the present state of practical operationalization 
of the variables they are dealing with, their effort allocation to mathema¬ 
tical model building does not look optimal. 

An attempt at building ‘a budget model for simulating the firm’ by 
translating normal budget accounting practices into computer language, 
is made by Mattessich. His computer model “serves four main purposes: 
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1. To present the complete operating budget of a fictitious enterprise in form of a 
mathematical model together with a computer program usable for various edu¬ 
cational purposes. 

2. To provide a prototype of an operating budget that may serve in actual practice as 
a basis for constructing budget models and programs satisfying the individual 
needs of particular firms. 

3. To demonstrate the connection between operations research models and traditional 
budgeting, and to overcome the shortcomings of the latter bij conceptual clarifi¬ 
cation. 

4. To introduce accountants to the fundamental symbolism used in computer languages. 
(Mattessich, 1964, p. 345, italics not used and parts between parentheses omitted). 

This model may be used to test the effects of certain decisions that will 
the brought about by the internal consistency of the accounting system of 
jbudgeting. However, it uses only the accountant’s point of view; it is 
jtraditional accounting in a computer-age wrapping. 

A descriptive model of budget control for an individual budgetee 

For the purpose of the present study, I will not operate at the level of 
mathematical model-building. The descriptive model of fig. 4-2 is not 
even supposed to be conclusive; it is only designed to show where 
various variables in the budget system fit together in a cross-disciplinary 
way. The technical control model of fig. 4 ~* is the core of the new 
model; the ‘comparing unit’ is now the staff (controller s department); 
the ‘intervening unit’ is replaced by the budgetee with his full social 
network of fig. 3-3. Although the budgetee can intervene in the process 
himself, the main intervention path runs through his subordinates (first 
feedback loop). One complication in the system is that both the budgetee 
and his subordinates may have a role in the measuring process, and mea¬ 
surement can be biased. This represents a second feedback loop, which 
avoids intervening in the process at all. A third feedback loop consists 
of the influence of the budgetee (but also of the other elements in his 
network: staff, superior, peers and subordinates) on the standard. This 
feedback loop can also balance the system without intervening in the 
process itself; however, the influence of ‘external reference points can 
prevent this. The first and third feedback loop convey not only infor¬ 
mation, but also ‘motivation’, either positively or negatively. The feed- 
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back loops could therefore have been drawn as double loops 5 , but this 
would have made the system still more complicated. 

The model of fig. 4-2 also draws attention to the fact that although budget 
control in itself is a closed, third-level system, it is part of a larger, fourth 
or fifth level, open system. The larger environment plays a role in 
several places; one is, that the budgetee can ‘escape’ outside the system 
in the case of sickness (in which case he is both inside and outside the 
system, see Hutte, 1959-60, II, p. 285) or in the case of voluntary or 
involuntary separation from the organiation. Other environmental 
influences are technological constraints on the process; external reference 
points for standards, and, of course, the market situation, business cycle 
and all kinds of cultural influences, both on higher management and 
lower-level participants. The model of fig. 4-2 will serve as a guideline 
through the chapters in the third part of the book, whose numbers are 
mentioned. 


Control limits in the system 

A technical control system has its control limits. If the room thermostat 
at the beginning of this chapter is set at, say, 20 degrees Centigrade, its 
control limits may be 19 and 21 degrees. In this case there is no reason 
for intervention as long as the room temperature stays within these 
limits. Intervening with the thermostat, for example adjusting it down 
if the room temperature gets over 20 degrees, would quite probably only 
make actual temperature fluctuations worse: it would overcompensate 
and cause ‘hunting’. 

In our budget case, however, it appears that control limits are seldom 
set. What percentage of budget under- or overattainment is acceptable, 
is left to a subjective interpretation, which can vary from person to 
person and, moreover, from moment to moment. So it happens, that the 
budgetee never knows which variances he is supposed to jump upon. 
There is a sound statistical reason for admitting variances in actual 
performance around a standard. Measurements always show an amount 
of random fluctuation - if not, they are probably biased or faked. Some 

Stok (1959, p. 68-69) draws a double feedback cycle of this type for the case of visual 
presentation of quality information. Becker & Green (1962, p. 395-400) draw double 
cycles for both budget variance information and participation in standard-setting. 
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fluctuations in budget performance from period to period are to be 
expected for quite random reasons, without there being any indication 
that the process is out of control. So if we set a standard, we must be 
sure about what amount of fluctuation around it can be caused by chance, 
and set our control or tolerance limits at least as far apart. Otherwise, we 
might intervene while the process is still under control, and make the 
situation worse rather than better - like in the example of the room 
thermostat. 

Often, the budget itself is used as a lower control limit for performance - 
any underattainment leads to intervention. In this case, if measurements 
are not faked and show normal random variances, the actual standard - in 
the sense of an average expected performance for a process under control 
- is somewhere on the better side. 

The use of control limits or ‘control charts’ for cost and budget data 
has been recommended sometimes in the U.S. accounting literature: 
Gaynor (1944), Noble (1954), Amicucci (1965), Henderson Sc Copeland 
(1965). They all defend a statistical approach to budget variances, so that 
variances that could be caused by pure chance, will not lead to a (super- 
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fluous) intervention. Some of these papers present examples of practical 
use of the techniques. 

In fig. 4-3 one simple example is shown of how control limits would 
look graphically in a diagram of cumulative budget variances (analogous 
to the diagram of fig. 2-2; the cumulative way of presenting budget 
variances from the beginning of the budget year onwards is quite 
customary). The thick dots represent actual year-to-date variances. The 
straight dash-dotted lines are control limits based on a constant percen¬ 
tage of tolerance. For year-to-date variances it might be more reasonable 
to use a percentage of tolerance which decreases over the year, which 
would make the control limits curved (the dashed lines in fig. 4-3). Only 
when the actual performance line crosses the control limits lines some kind 
of intervention is indicated. For economic performance measured against 
technical standards figures can simply be plotted on a weekly or monthly 
basis without cumulation over the year, and then the control limits are 
just horizontal lines in the diagram. 

I will not try to fully describe the technical side of the use of control 
limits here. The literature mentioned above or rather any good book 
; about Statistical Quality Control will help the reader who wants to 
experiment with these methods. Until now the use of statistical techni¬ 
ques and control limits for budget and cost control does not seem to be 
widespread. 

The Sord & Welsch report of budgeting practices in the U.S.A. has 
collected data about intervention activities. Only one out of their 366 
companies reported about explicit control limits for budgets: “Only 
: deviations of 4 per cent over or 10 per cent under budget explained” 
(Sord & Welsch 1958, p. 238). In the five companies participating in the 
present study, I found one example of budgetary control limits. One of 
the plants, belonging to a larger corporation, is allowed a deviation of 
product cost of 2% above or below standard, before any explanation to 
the head office is due. Inside this plant, however, budgetary control 
limits are no more used than in the other companies studied. For pre- 
fmancial efficiency standards, explicit control limits were sometimes set, 
though also rarely. The situation is much different in the field of quality 
control, where almost universally control limits are used in conjunction 
with standards. In process quality control, even double sets of limits are 
frequently used: a rather tight ‘warning limit’, and a looser ‘action limit’; 




these limits are based on the statistically admissible random variances in , 
the process. The fact that control limits are used to control the quality 
dimensions of processes, but not the cost dimensions, can not be based on 
rational grounds. It is more likely that the experience of quality engineers 
led them to a full appreciation of measurement and statistics, and there¬ 
fore to the use of control limits: while the experience of cost engineers 
and, especially accountants, lacks these elements; they are by tradition 
more concerned with ‘precision' and ‘exactness’. Another control area r 
where a fruitful use can be made of control limits, much more than is 
usually done, is production scheduling (Schaafsma, 1963). 


Higer-order-controls 

Fig. 4-4 shows a model which is very much simplified in comparison 
with fig. 4-2, but shows more clearly the effect of hierarchical relation¬ 
ships in the system. A budgetee is always a member of a hierarchy. If 
his budget variances get out hand, most likely his superior will intervene; 
in other words, if he does not keep control of the situation, his superior 
will take over control. A technical analogy can be used here: let us 
represent our budgetee by a thermostat, this time in an electrical water 
heater. Now if the thermostat might become defective so that it no 
longer switches off the current at the upper temperature level, the heater 
would get overheated and might set the house afire. Therefore, a fuse is 
installed in the system, as a second order control. The theory of first- and 
second-order administrative control systems is well developed by Eilon 
(1965, 1966), from whom I have also borrowed the above-mentioned 
analogy. 

In the model of fig. 4-4 a first-, second- and third-order control are 
drawn. The superior of budgetee I is himself a budgetee (II), supposed to 
take over control if budgetee I should fail. However, unlike budgetee I, 
he does not intervene directly in the process, but he intervenes with 
budgetee I - in the first place by asking for an explanation - in an ex¬ 
treme case by replacing budgetee I. Now an issue in this case is the, 
standard II, which budgetee II uses to compare his measurements II 
with (here drawn as separate from measurements I, though they could 
be combined). In the technical analogon of the thermostat and the fuse, 
it will be clear that the fuse must be set at a higher temperature than the 
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In the case of thT re " Um mactlve as long as the thermostat functions, 
holt - hs tanfrr b , 8Ct C0tltt01 btidgetee II. the analogy 

I so that he 11 must have at least the same control limits as standard 
I, so that he will not intervene as long as budgetee I keeps the process 

mutTbe^o' 011 ^ ^ ° f Standard I; rather ’ H’s control Hmits 

must be somewhat looser, to account for random measurement errors 

t bud8etee , ni > 0nc level higher, versus 

budgetee II. Only, when we go higher up the hierarchy, measurements 
OJe measurement III) will tend to be less detailed and less ft” 

SsseTS'tip **■** ***** over various 

of W d f fl ° nger " me SpanS ‘ This Integration in itself smoothes 

of madental fluctuations. Still, if no explicit control limits for budgets 
e set, as is mostly the case, a budgetee can never be sure when^is 
superior wdl intervene. He does not know what is his own free scow 

oviLhead Acr 0 ll d ° fanimpredi « able intervention is permanent^ 
Motivational aspects of control limits 

on1 fi h’ tb l de j rabllity ° fexpllat c °ntrol Hmits for budget control has 
y een based on a technical analogy of the control system. However 
the usefulness of control limits can also be defended from a motivation 
point of view (Hofstede, 1964a). Control Hmits are the formalization of 

ofkJ g ? ° r P , a , Y , mthin the system that is ™ essential condition for the game 
of budget control (chapter 3, p. 75 , point d). S 

Behavioral” Mi ' CS ^ Ve ^ m ^6) discuss the 

STih P , T anan “ C ° ntrols; *** nse this term “to 

lude the various control charts and techniques associated with statistical 
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i. They require an objective definition of performance standards, based 

on actual data. . 

* s r r»« —*» 

for the exercise of necessary corrective action; management acti 
can be viewed by both parties as problem-solving rather than punitive. 

5. They are, potentially at least, both simple to apply and easy to 
understand. 

6. Feedback can be both immediate and automatic. not „ tiallv 

The authors conclude, that “variance controls appear to offer potena y 
valuable compromise between traditional control techniques and the 
somewhat abstract and frequendy vague control suggestions made by 

mine. It might be interestmg to dwell a 
moment on the comparison between quality control and cost control. 
Unquantified experience has taught me and others, that quaktycon- 
^1 is oL taken much more positively by the controlled, than is 
cost control. To Professor Lawrence K. Williams I owe the observation 
that productivity control is generally experienced as punitive, 
control as corrective. The more often mentioned Dutch Quality Control 
! study by Stok(i 9 59) reports positive attitudes of workers confronted wi* 
visual presentation of quality feedback. Is this an intrinsic property ^ 

'■ quality v. cost, or is it caused by the different approach1 of quaky 
control discussed before, which takes more account of what level of 
’ performance can be expected, and tolerates norm ^"°“ e ^ 
we obtain this positive effect in cost control as well? I believew 
Defining control limits in conjunction with standards may lode like an 
extra level of formalization in the budget procedure. In a sense it is, 
bu^it creates room for informality. Gross (196s) introduces the clarity- 
vagueness balance’: “Vagueness in goal formulation has many positive 
virtues. It leaves room for others to fill in the details . . .Only vagueness 
can restore the precious element of humanity (p. 213)- e uimg con 
limits paradoxically, is a kind of clarity that creates vagueness. 

To borrow a phrase used for the description of the ideal hospitak a budge 
: system must have a ‘calculated inefficiency (Burkens, 1956/57)- 
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Part II - The Research Design 


CHAPTER 5 

THE RESEARCH FIELD 


Summary of this Chapter 

2;; z ly 7 u w t res r ch fieU was Umited ’ **** fi°* * 

mms oj the study It shows that the research was carried out in a small a, 
non-random sample of Dutch industry. The main trades within Dutch indust, 
ZZrepresented, hut the sample was distorted towards the hel^ZZ 


The aims of the study 


Just as a good entrepreneur must realize what business he is in so 

start by “ exa “ n ° f —, Jzz 

££ \“i “ *; pi " re ° f *— 

oftheemoWl u^u °a° 81St V “ LeeW (ly6 ^ » «arts from a par 
m t P ™ rld : , bud S et “"trol in Dutch business, which it trie: 
o mvestigate to the fullest extent, applying relevant scientific theon 
Of Jl disciplines where possible. It is not a study ‘in heigl 7 (the™ 

fica&? ki^aM (findmg of pMosophical bases). In another classi- 
lcation, it is applted research, startmg from operating problems and 


working back towards theory. It is neither basic research, trying to 
contribute to the body of scientific theory, nor ‘developmental research’, 
a term used by Haire (1964) to describe the extension of theory into 
practice, starting, however, from a particular theory. Haire has intro¬ 
duced this concept, based on an analogy with physical science research, 
in an attempt to bridge the gap between the social sciences and manage¬ 
ment practices. I agree with him on the usefulness of ‘developmental 
research’ for this purpose. It tries to bridge the gap, starting from the 
social science side. However, I believe it is also necessary to start bridging 
this gap from, the management practices side. This is what applied 
research of this kind hopes to do. 

There is clearly a need for a better understanding between behavioral 
scientists and business managers. It is reflected in the lack of good ap¬ 
plications of the findings of modem social science in business. It is also 
reflected by the hesitation of business management to cooperate in 
behavioral research projects. The behavioral research worker is not yet 
an accepted figure in business, not only in the Netherlands but also for 
example in Britain (‘The Manager’, 1964); maybe somewhat more in 
the U.S.A. Part of this hesitation may be due to normal defenses against 
any outsider (Argyris, 1952). Much of it is probably due to the failure 
of research workers to make themselves understood. Both industrial 
managers and behavioral researchers will have to go through many 
learning experiences in this respect (Likert & Lippitt, 1953; Argyris, 
I957 b ; Williams, 1963; Churchman & Schainblatt, 1965; Churchman 
et al., 1965). I hope the present project has been a contribution to this 
learning process. One of the implicit aims of the study always has been 
interpreting behavioral science findings for managers and managerial 
objectives for behavioral scientists. 

The first objective of my project has been exploration , by observing, 
measuring and describing the reality of the subject, looking for relation¬ 
ships between variables, and inducing the applicability of existing theory 
to the findings. Conclusions, therefore, are arrived at ex post facto - 
they do not have the value of scientific proof. I think that for a subject 
as complex as budget control, this is an unavoidable first step. 

Secondly, I have tried to formulate some hypotheses, either before 
starting, or after the pilot phase (the analysis of the first company). These 
hypotheses have either been confirmed or rejected in the second part of 
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the project; in this case, conclusions were set ex ante, and do hace the 
value of scientific proof; however, only within the limited context of my 
five companies. Therefore, for business budget control in general, I do 
not pretend these ex ante conclusions to be much more significant than 
the other, ex post conclusions. 


Limitations of the study 

Chapter i has already mentioned the limitation of the research in 3 
respects: 

1. The particular kind of control: management control by operations 
budgets and standards. 

2. The type of organizational units to be studied: ‘line’ departments in 
manufacturing organizations. 

3. The hierarchical level of the people studied: first-, second-, and 
third-line-managers only. 

Now within these limitations companies had to be found which were 
willing to participate in the project. From the outset, I aimed at a 
number of five companies. This was a compromise between two 
desirabilities: as much variety of research situations as possible on the 
one hand, and limitation of the duration of the project on the other hand. 
Though support and advice of several people were available, the actual 
research would have to be a one-man, half-time job. I decided to go for 
a 2-year study on this basis and I calculated that it would be feasible to 
study 5 companies in this period. 

Selectivity in choosing companies 

Selection of the companies and of departments for investigation within 
those companies was a crucial part of the research setup. Not only would 
this choice limit my analysis of the budget process to the particular 
methods of budget control used in these 5 companies; but also, the larger 
organizational context is extremely important in a research like this 
(Tannenbaum & Seashore, 1963) and would certainly influence the final 
conclusions. 

The investigation units would have to be in Dutch industrial companies 
over a certain size, since small companies in the Netherlands were 







unlikely to have budget control to any extent. Let us assume that the 
size limit is 500 employees (this is an arbitrary choice). The total number 
of companies in the Netherlands over this size is about 300 (Official 
Statistical Data for the Netherlands, c.B.s., 1965). It will be clear that a 
sample of 5 out of 300 can never claim any representativity. I have, 
therefore, not tried to obtain a random sample. 1 The actual sample was a 
highly selective one in two ways: 

1. The selected companies all had had a full system of operating budgets 
for at least five years, so their budget systems could be considered 
to be past infant diseases. The project therefore, did not compare 
situations with and without budget control. Even if such a comparison 
would be feasible, it would be extremely doubtful if this could prove 
anything. How could the effects of budgeting be separated from the 
general attitude of management? Therefore, I did not take up the 
case for or against budgeting. I think that, for the middle and large 
size enterprises, some method of financial management control is 
indispensable, and that therefore budget control is here to stay. The 
question is not whether or not to do it, but how to do it in the best 
possible way. The selection of companies with an established budget 
system meant in practice that only the better organized ones were 
chosen - each of the 5 companies had within its trade a reputation of 
paying much attention to its own organization. 2 My selection also 
meant, as I will show later, that the companies studied tended to be the 
bigger ones. 

1 A similar sampling problem is described in a recent study in 10 Dutch companies by 
Teulings and Lammers (1965). 

2 Some evidence for this is also offered by the comments the managers interviewed 
gave to the following written statement: 

“This plant is well managed’’ 

In a nation-wide survey in the Netherlands some years before, the same statement was 


used (n.i.p.g., 1958) 

The comparison runs: 

number of 
line managers 

positive 

% of answers 
neutral 

negative 

N.I.P.G. 

388 

7i 

20 

9 

our Survey 

86 

85 

12 

3 


The difference, tested by chi-square, is significant at the 0,025 level. However, n.i.p.g. 
used a 3-point scale and I used a 3-point scale for dynamo i only and a 5-point scale 
afterwards; this diminishes the strength of the evidence. 
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2. A powerful selection criterion came about unintentionally because the 
companies had to be willing to share in the research. This meant 
showing confidential financial information to an outsider as well as 
allowing the interviewing of management personnel, on sometimes 
rather delicate subjects, and during working hours. Cooperating 
in such a setting demands a degree of openness and self-confidence 
with top management, which regrettably is not always present. 

In the above-mentioned selection of better organized companies I had, to 
some extent, also selected the companies with the most enlightened top 
management. Even here, however, in two cases companies approached 
because they would have been valuable partners in the project, refused 
participation without any tangible reason. 


Industrial trades represented in the sample 


The 5 companies were chosen from different trades. In the Netherlands 
according to official statistical data (c.b.s., 1965) in 1964 1.2 million 
people were employed in industry; gross sales for the whole of Dutch 
industry were about 50 billion guilders ($ 14 billion). 3 
The main industrial trades were: 


1. Metal products 290.000 people, gld. 11 billion gross sales 

2. Food and tobacco 160.000 ,, , „ 14 ,, 

3. Electrical 120.000 ,, , ,, 4 „ 

4. Textile 110.000 ,, , ,, 4 ,, 

5. Chemical 80.000 „ , „ 7 „ 

6. All other 440.000 „ , „ 11 „ 


The project almost managed to involve one unit from each of the ‘big 
five 5 trades. Finally, however, I was unsuccessful in finding a suitable 
chemical company to participate. Instead of this a company from the 
‘other’ group was included, that is from the graphic industry. Some of 
the participant units belonged to corporations operating in more than 
one of the above-mentioned trades. I have, however, classified the 
5 companies according to the trade of the units studied. 


3 In the 1964 Dutch economy, services (like commerce, insurance, banking, transport 
and government) accounted for about 50% of National Income, industry for about 
40% and agriculture for 10%. Total population was 12,2 million people. 
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The five companies 


The companies were: 

1. A graphic company, which I shall call the Alphabet company. Its 
products are books and other printed matters. 

2. A company from the metal products trade, to be called the Buromat 
company. Its products are office machines. 

3. A textile company, the Combitex company. Its activities are twisting 
and weaving of yarns for industrial use. 

4. An electrical company, to be called Dynamo. Its producing electronic 
components. 

5. A company belonging to the food-and-tobacco industry, the Epicure 
company. It is producing high-quality branded goods. 

Amongst these five, the Dynamo company occupies a special position 
within the project. It was the first to be studied and therefore served as 
the pilot plant. Some of the measurements and interview questions were 
introduced only during or after the Dynamo phase of the study. There¬ 
fore, comparison between Dynamo and the other 4 companies is not 
always possible. Secondly, Dynamo management created an opportunity 
for me to study two plants, located in different parts of the country, but 
basically similar in size, technology, and organization. This provided a 
unique setting for research. There appeared to be some striking diffe¬ 
rences between people’s reactions on budget standards in one plant as 
compared to the other. As the plants were so similar, only a few causes 
could account for these differences. The Dynamo case will be described 
and analyzed as a case study in chapter 8. 

The size of the companies and of the plants studied 

Three of the companies were large corporations operating both inside and 
outside the Netherlands, and employing several tens of thousands of 
people. The two others each had a number of employees in the order of 
magnitude of 1000. Within the total setting of Dutch industry, the 
sample is clearly distorted towards the bigger companies. Including two 
middle-sized companies in it will hopefully prevent the conclusion that 
the findings only hold true for the big corporations. 

The choice of the particular plants or units to be studied was generally 
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made by company management in the research planning stage. Within 
the two smaller companies, I studied the main manufacturing units; 
within the larger corporations, the units studied were relatively minor 
parts. Actual plant personnel in the six units studied (counting Dynamo 
for 2) varied from 260 to 750 with an average of 530. The six units 
together, therefore, only account for a minute part of total Dutch 
industrial employment: about 1/4 of a percent (the companies they 
represent, however, together account for several percent of the Dutch 
industrial employment: this is because of the influence of the big corpo¬ 
rations included in our sample). 


CHAPTER 6 

THE RESEARCH TOOLS 


Summary of this Chapter 

Data were collected partly by analyzing, in the 6 plants, recorded information 
about budgets and standards, and the performance measured by them . Next there 
were extensive structured interviews of staff employees and staff and line 
managers. These interviews focussed where necessary on each *measurable 
dimension of the production process separately . Data processing consisted of 
computer calculations of product moment correlation coefficients for the total 
sample, plus separate factor analyses for staff and line data. Special attention 
had to be paid to the effect of subgroups within the total interviewee sample . 

Data collecting 1 

Collecting the research data in the 6 plants of the 5 participating compa¬ 
nies took place between March 1964 and January 1966. It was a one-man, 

1 My general guide in methodological issues has been De Groot’s Methodologie (1961). 
Further literature on methods I used consisted of: 

Research design: Festinger & Katz, 1953 

Questionnaire design: Torgerson, 1958; Blok, 1964 

Study of company data: Buzzard, 1962; Acker, 1963 

Interviewing: Kahn & Canned, 1957; i.s.r., i960; Konig, 1962; Trull, 1964 

Coding: I.S.R., 1961 

Statistical analysis: De Jonge & Wielenga, 1962; Spitz, 1965; Harman, i960. 
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half-time job; only in the feedback sessions with groups of interviewees, 
which will be described below, was a second researcher present. The 
average time spent on orientation and preparation, data collection, coding, 
quick analysis and feedback was 6 weeks per plant, spread over a period 
of 3 months. 

The preparatory phase 

The approach for each of the 6 plants was about the same, with the 
exception that for the first two plants (Dynamo i and 2; the pilot phase of 
the study) it involved more search. In this pilot phase, a lot of information 
was collected which proved not very relevant afterwards, and could be 
omitted in the subsequent parts of the study. For instance, I scanned 
three years’ volumes of the company newspaper to see whether ‘budget’ 
and ‘standards’ were referred to in them, and in what sense. It appeared 
that they were not referred to at all. In some cases, items were added to 
the questionnaires after the first or second plant; in one case even after 
the third plant, to replace attempts at operationalization of variables 
that had clearly failed. 

Except for these anomalies in the first parts of the study, the approach 
for data collecting consisted of the following steps: 

First, the c.o.p. (Dutch Productivity Committee), which sponsored the 
study, approached the top management of the company; a meeting of 
the researcher with one of the top officials of the company followed. In 
this contact, as well as in all subsequent contacts with the company, the 
researcher stressed the double confidentiality that would be maintained: 
company information would not go outside without management’s 
approval, and information obtained in personal interviews would not 
be communicated by the researcher to anyone inside or outside the 
company in a way that the informant could be identified. As a result of 
this meeting with top management, permission was - or was not - given 
to conduct the study within the company; if it was, a particular one of 
the company’s plants was chosen for this purpose. 

The next contact was with the top line 2 manager of the plant to be studied. 

2 Throughout this book I am using the word ‘line’ to describe the departments in the 
plant through which production flows. ‘Line Managers’ are those in the hierarchy 
responsible for these departments. The opposite of line is ‘staff’, see Chapter n. 
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The researcher made it clear, that as far as the project went within his 
company, the researcher would be reporting to this top line manager — 
no information would either be collected from or presented to anyone 
in the company without his knowledge. This was done particularly to 
keep the researcher from being seen as a kind of auditor or spy from 
some other unit within the company. It was clearly stressed that the 
purpose of the study was to assist Dutch industry in general to do a 
better job at using budgets and cost standards as a tool of management. 
Other topics discussed in this introductory interview with the top line 
manager are listed in Appendix C i. 

Subsequently, a meeting was called by the top line manager with the 
group of managers directly reporting to him (sometimes extended to 
lower levels as well), to introduce the researcher, and to allow him to 
give a short introductory talk (Appendix C 2). The top line manager 
always confirmed in this meeting that the researcher, though an outsider, 
was entitled to receive any confidential information in the area of stan¬ 
dards and budgets with their performances he would ask for. The 
foremen and staff employees not present in this meeting were always 
informed by their superior, or in one case, collectively by the researcher 
in a foremen’s meeting. 

Then, further introductory interviews were held with the plant personnel 
manager, and with the top functional managers responsible for main¬ 
taining the budget and cost standard system, such as the plant controller, 
the chief industrial engineer, or the efficiency department manager. In 
these interviews the questionnaires reproduced in Appendix C 3 and C 4 
were used loosely as general guidelines or checklists. The only ‘closed’ 
questions were those which asked the personnel manager to rate the 
foremen and managers in his unit on two scales, and the budget and 
industrial engineering staff employees on another scale. The introduc¬ 
tory interviews with the top budget and standards staff manager(s) were 
also used to ask for information about budgets, standards and actual 
performances of the various line departments over the last one or two 
years. 

In the same period, the researcher was enabled to see the plant and to get 
a broad understanding of the manufacturing process, without going into 
technical details. 

The next step was for the researcher to study the budget and standards 







system, tlie standards and performances over the last one or two years, 
and the other information collected in the introductory interviews: to 
adapt his questionnaires for the main interviews to the specific termino¬ 
logy of the plant, and to decide who should be included in the main 
interview sample. 


The main interviewing phase 

The main interviews were of two types: one for staff employees and 
staff managers, and one for line foremen and managers. For the staff, 
the sample included all employees in the budget and cost standards 
departments having direct personal working contact with the line. Also, 
one or two higher-level staff employees from the quality and planning 
departments were included because it was expected that there would be 
points of contact between their work and the work of the budget and 
cost standards staff. For the line, the sample included all third- and second- 
level managers, and from the first-line or first-level managers (most 
often called foremen) at least one man from every department from which 
budget and standard information was available. 3 

The interviews were always taken in a downward hierarchical sequence, 
starting from the top line manager 4 , so that a superior had been through 
it before his subordinates. The interviews were held during working 
hours and in a separate room on the plant premises, rarely in the inter¬ 
viewee’s own office. Interviewees were invited to the interview through 
their superior. The total number of full main interviews was 140, 
divided as follows: 


3 The ‘first-line-manager’ is the lowest member of the hierarchy who has the respon¬ 
sibility for a complete part of the operation, including the appraisal of personnel and 
the maintenance of discipline. The second-level-manager is his hierarchical superior, 
and so on. We also find various ‘assistants’, who are specialized in one or a few aspects 
of the job, generally technical. These I have considered as managers of the levels i, i\ 
or 2£. As titles and practices in industry vary widely, it will be clear that the manage¬ 
ment-level-classification is not always easy to make. For a more fundamental dis¬ 
cussion of this subject see Evan, 1963b. 

4 Sometimes the top line manager was 5th or 4th level. The few 5th and 4th level 
interviews have been counted as 3rd level. 




staff interviews: 48 ~ average duration 2f hours 

line interviews - first level: 51 ~ average duration 2J hours 

line interviews - higher levels: 41 - average duration 3 hours. 

All in all, nearly 400 hours were spent in the main interviews. All these 
were done by the researcher personally. The total number of interviews 
per plant varied from 20 to 31. 

Each interview started with a standardized introduction (Appendix D 1.). 
The rest of the interviews were structured, but ‘semi-open’: some ques¬ 
tions were ‘open’, so that they were just used to start the conversation on 
a subject; others were ‘closed’, in that a choice from a limited number of 
possible answers was asked. The main outline of the staff- and line-ques¬ 
tionnaires is shown in Appendix D 2 and D 3. 

From the point of view of method, the interviews contain 8 different 
types of questions or scores: 

1. Fully open questions, if necessary followed up by probing questions. 
For example “What kind of special plans do you have for your 
department in the coming half year?” and the probe: “How do you 
mean that?” or “Could you tell me something more about that?” 
For these questions, answers were written down by the researcher 
as literally as possible. 

2. Open questions for which the answers were immediately coded by the 
researcher. For example “How frequently do you see information 
about your machine efficiencies ?” 

Code: (5) every day or shift 
(4) at least once a week 

(3) at least once every two weeks 
(2) at least once a month 

(1) irregularly or once a year 

(o) never, or question not applicable. 

3. ‘Quiz questions’, or questions in which numerical information was 
asked from the interviewee about his budgets, standards or perfor¬ 
mances. Tills information was written down by the researcher as it 
was given, and afterwards checked with the official sources. The 
answer was then coded as: 

(4) in agreement with official data (within a very small tole¬ 
rance depending on the question, but consistently used 
throughout the coding process) 




(3) partly in agreement with official data (tolerance 5 times the 
tolerance for code 4) 

(2) not in agreement with official data, or altogether unknown. 

4. Scores on scales by the interviewee, such as the Control Graph scores 
of Appendix A. 

5. Scores by the interviewee through the ranking of cards. For example, 
the ranking of the relative weight of various items in the appraisal by 
one’s superior, described in chapter 12. 

6. At the end of the interviews, interviewees were asked to fill out on the 
spot a 40-item forced-choice attitude survey questionnaire (Appendix 
D 4 and D 5). 

7. While the interviewees filled out this questionnaire (in about 10 
minutes) the researcher gave his impression about 5 dimensions of the 
interviews on 9-point scales: 

- openness 

- understanding 

- general cost-consciousness 

- relevance of the budget/standards 

- attitude towards the system 

For the staff interviews, the last score was for the attitude towards 
the line: service vs. condemnation. 

8. Finally, the researcher wrote down a general impression of the inter¬ 
view. 

The feedback sessions 

Interviewees were promised feedback about the research findings in their 
company within a couple of months. I felt it both a moral and a psycho¬ 
logical necessity to give this feedback to everybody participating in the 
project, and to do this before the final results would be available, which 
could be as much as 2J years later. Therefore, I was obliged to do a 
quick analysis of the findings of each plant separately, even though the 
full research results were not yet available. This quick analysis used very 
simple techniques and was primarily aimed at illustrating a general 
impression with some of the scoring data. 

The actual feedback sessions were held between 2 and 6 months after the 
interviews. Per plant there were always 3 sessions: one with the higher- 
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; level (second, third and above) management group only, and two with 
; lower-level managers and staff employees. In these last two, the second 
i level ““nagers were again present, so that the feedback groups were 
i natural groups of people having a close working relationship. These 
; sessions proved a valuable extra source of information about leadership 
behavior and group attitudes in relation to budgets and standards (see 
chapter 12). In each session, the researcher gave a presentation of the 
\ resul f’ and tnec * to stimulate a discussion about them. A second researcher 
acted as an observer and wrote a report of the sessions, which were also 
tape-recorded. Both researchers afterwards recorded their impression 
of six dimensions of each session on 7-noint sraW 
team 

constructive discussion 
discussion well distributed 
lively discussion 
participants interested 
superior leads discussion 


Alternative approaches 

The approach of the study, as pictured, is essentially ‘transversal’, that is 
each organization was studied only at one moment in time. It would 
be very attractive to carry out a ‘longitudinal’ study of budgeting effects* 
to follow a particular organization through various stages of the budget 
cycle However, within the available time this did not prove feasible. 
Another alternative would have been to have participants collect certain 
data themselves 6 but the subject looked too complicated to expect 
comparable data, if not collected by one researcher consistently. 


- no team 

- destructive discussion 

- one man or a few people dominated 

- dull discussion 

- participants not interested 

- superior does not lead discussion. 


The concept of Measurable dimensions* 


In explaining the models of the budget process in fig. 4-2 and 4-4,1 have 
referred to only one standard for a budgetee. In fact, a budgetee has to 
meet several standards simultaneously; he is in the ‘more goals’ case 


5 Especially for studying aspects of managers’ jobs, 
participants has been tried several times: MacNaught 
Lupton & Horne (1965), Stewart (1965b). 


the self-collecting of data by 
on (1963), Cohen et al. (1965), 



described by Chames and Stedry (see p. 93 )- The ‘goals’ in this case 
are the areas for which official standards are set; I will call them the 
‘measurable dimensions’ of the production process. For the purpose of 
the interviews, it was necessary to discuss each measurable dimension 

separately with each interviewee. 6 

Although the five companies studied belonged to quite different industrial 
trades, there was a certain similarity in the pattern of measurable dimen¬ 
sions within their control systems. All their measurable cost dimensions 
fell into one of the following six categories: 

1. Efficiency of direct labor (‘direct’ meaning: immediately attributable 
to a certain product). 

2. Efficiency of indirect labor. 

3. Machine hour efficiency. 

4. Efficiency of direct materials use. 

5. Efficiency of the use of indirect materials and tools. 

6. Extra costs resulting from rejection or rework of products not meeting 
quality standards. 

The line questionnaire was designed so as to discover which measurable 
dimensions were relevant to a certain interviewee, before he was asked 
in greater detail about them. See Appendix D3, Section C. It started 
with an open question (1): “What sorts of costs must be incurred to keep 
the department going?”. The interviewer could thus check whether 
any costs were mentioned which were not preprinted on the cards for 
the next closed question (2). In this next question, the most relevant 
costs (“costs that can strongly be influenced in your department ) were 
selected by picking and ranking cards. Any relevant costs not preprinted 
were added on blank cards on this occasion. Only after this preselecting 
of relevant measurable dimensions was the information for each measur¬ 
able dimension (section D) collected. 

It appeared that for each department within each plant, one to three 
of the cost dimensions mentioned above were vitally important, and 
two to four others of secondary interest; the remainder did not apply at 


• Patchen (1963) reports on a similar research problem, m which he compared two 
methods of collecting data about influence through interviews. One was to focus 
questions on specific areas in the job situation, and then to reduce the answers to a 
general index. The other was to use a general question. He found that the specific 
method yielded a much better homogeneity within groups. 
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call. Direct labor was the only dimension which applied in all cases. In 
some cases, non-cost measurable dimensions could be found in meeting 
production schedules (time limits) and meeting quality level requirements 
(average quality for the products that were not rejected). The section of 
the line questionnaires (Appendix D 3) dealing with the specific control 
cycle was repeated for each measurable dimension applicable in the given 
situation. 


Data processing 

1 For those readers not familiar with statistical techniques die concepts of 
" correlation and factor analysis are briefly explained in the first part of 
; chapter 7. They are advised to jump the remainder of chapter 6. 

The effect of subgroups in the total sample 

The data collected consisted of descriptive information and coded information. 

The coded information was collected from 140 individuals, who first of all had to be 
divided into 48 staff managers and employees, and 92 line managers. Within these 
two groups, the people from each plant formed a subgroup. Also, within the line sub¬ 
groups, there were important situational differences between first-level and higher- 
level managers. Finally, people within a plant could sometimes be divided along 
departmental lines. 

; The correlating of scores could therefore be carried out on at least three levels: 

- between individuals in the total sample 

- between subgroups (taking average scores for all individuals within the subgroup) 

- between individuals within each subgroup. 

; The effect of subgrouping on the correlation of two variables can be varied. There 
are three typical cases: 

1. For either variable, the subgroup is a random subsample from the total sample. 
Therefore, correlations within each subgroup are only randomly different from the 
total sample correlation. Actually this is the only case in which it is admissible to add 
subgroups without precautions. Between-subgroup correlation is zero. The full 
correlation found in the total sample is due to causes working on individuals, within 
every subgroup alike. 

2. With regard to both variables the split of individuals into subgroups is not random, 
so that there are significant differences between average scores from subgroup to 
subgroup, and these average scores are correlated. Within each subgroup there is 
no correlation between variables. The full correlation found in the total sample is 
due to between-subgroup differences. Causes are working on subgroups, not on 
individuals separately. 
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3. With regard to both variables the split into subgroups is not random. Besides, there 
is a correlation between scores for individuals within each subgroup. Now the 
total correlation found is due to the combined effect of both levels of correlation; 
these may reinforce or counteract each other, so that total correlation may even 
become zero, although within subgroups data are highly correlated 7 . 

For the present study, I have tried to arrive at conclusions of the highest generality 
by using correlation coefficients based on total sample data, but checking the effects 
of subgroup differences wherever these could influence the conclusions. 


Calculation of correlation coefficients 

Calculating product moment correlation coefficients for all relevant variables was 
carried out by a computer (ibm 7094/n). A program was used which accounted for 
missing data, and calculated correlation coefficients of any two variables using all sets 
of data available in the particular case. Thus, I could include the pilot plant data (from 
dynamo i and 2) in the total sample for those variables where these data were available. 
Methodologically, it would not be right to use the correlation coefficients thus obtained 
to prove any hypothesis formulated on the basis of the pilot plant data. For exploration 
purposes however, there is no objection to including them. 

The correlations so obtained were total sample correlations. For the line interviews, 
I have also checked the correlations based on within subgroup differences only. This was 
done on the same computer, by first calculating product moment correlation coefficients 
within each of 12 subgroups (first-line and higher-level management in each of six 
plants); subsequently, these 12 correlation matrices were averaged using a Fisher - Z - 
transformation. 

Finally, wherever necessary I have checked the between-subgroup correlation (based on 
average scores per subgroup) using Spearman’s rank correlation test and a simple 
manual computation. 

Factor analysis 

On the basis of the total sample correlation coefficients, factor analyses were carried 
out on a selected number of variables; one for staff interviews (48 cases, 46 variables) 
and one for line interviews (90 cases usable out of 92., 60 variables). In the staff factor 
analysis, the six subgroups (plants) were introduced as six variables which took the 
value 1 if the subject belonged to the subgroup, and o if he did not. They were, there¬ 
fore, mutually exclusive. The same was done in the line factor analysis for twelve 
subgroups: first-level and higher-level management in each of the 6 plants. In some 
cases for the pilot plants, the subgroup identification variable could not be correlated 
with some other variables, because for this particular subgroup all information about 


7 A study carried out by Indik et al. (1961) is an example how different results can be 
obtained when data are analyzed on a between-subgroups vs. on a between-individuals 
level. 
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the other variable was missing. Then a zero correlation coefficient was fed into the factor 

analysis. , . 

The factor analyses themselves were carried out on the same computer as the corre¬ 
lation calculations. The program was based on the principal-factor-solution (Harman, 
i960, p. 127 ff.) and on a subsequent orthogonal rotation according to the Varimax 

method (Harman, i960, p. 301 ffi). . , 

In an analysis like this, the number of factors to be included m the rotation can be 
chosen arbitrarily. On the basis of reasoning, I expected to find about six interpretable 
factors for the staff, and eight for the line. Both factor analyses, however, were carried 
out tentatively with subsequent rotations of all numbers of factors from 3 through 11. 
Studying a factor analysis of a set of data with a step-by-step increasing of the number 
of factors rotated is like focussing a microscope on an object. At first, when the number 
bf factors is small, the picture is blurred and not understandable. Then, gradually, 
factors start to dissolve themselves into interpretable components. After passing the 
optimal number of factors, components dissolve themselves still further, but now the 
interpretable relationships begin to disappear and the picture disintegrates and becomes 
unclear again. There is an obvious subjectivity in this process, as there is m any appli¬ 
cation of factor analysis and, although it is often forgotten, in many applications of 
statistics. For the purposes of exploration, however, factor analysis is as useful to the 
student of organizations as the microscope is to the biologist. Using the subjective 
method pictured here, I finally chose to base my conclusions for the staff factor analysis 
bn a rotation of 5 Actors, accounting for 37 % of the total variance in the data, and for 
the line factor analysis on a rotation of 8 factors, accounting for 45% of the total variance 
in the data. These percentages are relatively low, which was to be expected; because 
bf their origin and the way they were collected, the data have been subject to many 
nfluences which have to be considered as ‘noise’ in the context of the analysis. 
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Part III - The Research Findings 

handling of statistical data in 
part hi ; 

in the following part of the book many' 
conclusions will be based upon a statistical 
analysis of data. To improve the readability 
of this part I have with few exceptions in 
each of the chapters 7 through 13 collected 
the details of the statistical data analysis in 
a separate section at the end of each chapter! 
Those readers who are not familiar with 
statistical techniques or who are happy to 
take my conclusions for granted can jump 
these statistical sections. 

CHAPTER 7 

INPUTS AND OUTPUTS OF A BUDGET SYSTEM 


Summary of this Chapter 

This chapter is the introduction to Part III, the Research Findings. It show / 
how the data were analyzed: some were considered as inputs to the hudge, 
system, some as outputs, while still other data helped to explain the relations},i, 
between inputs and outputs. Both inputs and outputs are classified: inputs an 
spin mto internal and external inputs, and further into the various subject 
winch are handled in the chapters 8 through 14. Outputs are dealing with tin 
profitability of the enterprise and the well-being of its people; what is actualI; 
measured ts the motivation to perform against the budget, split into budge 
relevance and budget attitude, and the job satisfaction of the budgetees. I ant a! si 
testing whether performance, measured by budget variance, can serve as at 
output measure of the effectiveness of the system. The data show that budge 
variance is a poor overall yardstick ; the only thing it measures in this study i 
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[whether the standards are loose or tight. The relationships between inputs and 
ioutputs are shown in a table which is based on the results of the factor analysis 
bf line interview data. This table serves as a guide through the analysis which 
|iW// be carried out in the chapters 8 through 14. 

i 

Inputs and outputs 

% 

.This part of the book is devoted to the analysis of my data about budget 
systems, collected in actual practice. I have tried to observe the reality 
•of budgeting in my six plants. Both in my data collection and in my data 
analysis I was guided by a framework of concepts which directed my 
efforts. It is the function of this chapter to explain this framework. 

My guiding principle was the tracing of inputs and outputs to a budget 
system and the relationship between these. The point of departure is the 
model of a budget control system pictured in fig. 4-2 (p. 96). The 
budget control system is superimposed upon a manufacturing process; 
this process has its own ‘input’ and ‘output’ shown in the model. The 
inputs and outputs of the budget system are not the same as those of the 
process: they are of a different nature. They are not shown as such in the 
model, but they can be deduced from it. The inputs of the budget system 
ire the factors which influence its functioning. They can be divided 
into internal inputs - things which can be changed by the people within 
vhe organization - and external inputs: the constraints imposed upon the 
;ystem by the organization’s environment. The existence of external 
Inputs reminds us of the fact that the organization is an open system , 
jidapting itself to the outside world, and so is the budget control system 
Which is part of the organization. The outputs of the budget system are 
jts effect upon the profitability of the enterprise and upon the well-being 
bf the people working in it. My choice of these outputs has been ex¬ 
plained in chapter 1. 

Variables and correlation 

The purpose of this study is to investigate the relationships between 
inputs and outputs. The data that were collected in each of the six plants 
through interviews, through studying company records and through 
merely observing what went on, are the variables in this investigation. 


123 



Some data could be quantified and expressed in scores for each person 
whom I interviewed: these are my quantitative variables. Other data 
were only of a qualitative and descriptive natured an the variables must 
be inferred from them through reasoning. The variables can be divided 
into measurements of inputs into the system as described above, measure¬ 
ments of outputs, and intervening variables: data which help to explain the 
relationship between inputs and outputs. For example, the feeling that 
‘trying to attain the standards is a sport’ is an intervening variable which 
indicates why the output ‘interviewee job satisfaction’ is higher with the 
input of leadership behavior in plant X than with the input of leadership 
behavior in plant Y. 

The relationships between quantitative variables are investigated with the 
tool of statistics. The essential concept is correlation and in order to follow^ 
the chapters in part III the reader should at least be familiar with the 
meaning of a (product-moment) correlation coefficient. Correlation 
coefficients (r) indicate the degree to which two variables vary together; 
they can assume values from + i (if one variable increases, the other 
always increases too), through o (they vary independently of each other), 
to — i (if one variable increases, the other always decreases). When corre¬ 
lation coefficients differ significandy from the value o this means that 
it is very probable that there is a reason why the two variables vary 
together as they do; it is very improbable that this happens just by acci¬ 
dent. In my case correlations between variables were computed both for 
exploration - finding relationships which were not predicted - and for 
proving some hypotheses formulated before the data were collected 
(the difference between exploration and proving hypotheses from a 
methodological point of view is described in chapter 5). 


A classification of inputs 

The chapters 8 through 14 in this part of the book correspond to the 
various inputs into the budget system. These inputs can be classified as, 
follows: 

A. Internal inputs. 

1. Company policies: organizational rules, either expressly formulated 
or implicit, which guide the behavior of the people operating in the 
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system. Important inputs into budget systems are company policies 
in two fields: whether standards should be ‘tight’ or ‘loose’, and who 
should participate to what extent in setting standards. The effects of 
the ‘tight or loose’ policy input are investigated in chapter 8; the effects 
of the ‘participation’ policy input are investigated in chapter 9. 

2. Contributions of the budgets and standards staff departments. These 
can again be divided into two parts: the effect of different budget 
accounting techniques coupled with different types of management 
information, and the personal impact of the behavior of budget 
accountants and standards engineers upon the system. The effects of 
the accounting techniques and management information input are 
investigated in chapter 10; the effects of the staff behavior input in 
chapter 11. 

3. Different types of leadership and subordinateship behavior among 
line managers: frequency of communication about budget and stan¬ 
dards results, the use of results for performance appraisal, the use of 
group meetings to deal with budget problems and, most important 
of all, the creation of a game spirit among subordinates around the 
attainment of budget goals, which is the main theme of this study. 
The effects of all of these inputs are investigated in chapter 12. 

B. External inputs 

1. The influence of demographic variables like the length of time in the 
job, the age, the education level, or the cultural background of the 
line managers working in the system. To some extent these inputs 
can be influenced within the organization, for example by ‘job 
rotation’: expressly limiting the length of time people stay in jobs; 
but measures like this will probably not just be taken for the purpose 
of improving the functioning of the budget system. From a budget 
system point of view, these influences are external. They are investi¬ 
gated in chapter 13. 

2. The influence of technology, market, and economic differences between 
companies. The effects of these external inputs upon budget systems 
are investigated in chapter 14. 
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A classification of outputs 


The outputs serve in the investigation as the yardsticks by which the 
effectiveness of budget systems is measured. I have already mentioned 
that I considered as the two fundamental outputs: the effect of the budget 
system on the profitability of the enterprise and its effect upon the well¬ 
being of the people in it. 

i. The effect on profitability. As so many factors influence an enterprise’s 
profitability, the chances of tracing the effect of only one factor such 
as budgeting on it are very slight. “To try to measure directly the 
effect of organization on profit would be like trying to measure the 
effect of a Minnesota spring shower on the flow of water over Niagara 
Falls” (Simon et al., 1954, p. vi). So I had to fall back on an effective¬ 
ness measure nearer at hand. Now a budget system’s contribution to 
profitability may lie in better coordination of decisions, which will 
work especially at the higher levels of the hierarchy, and in improved 
managerial performance, which will work at all levels and maybe 
most at the lower levels of the hierarchy where I did my investigation. 
I was therefore mainly interested in the budget system’s effect on 
the performance of budgetees (managers working in a budget system). 
Performance 1 against a budget can be measured by the budget 
variance (actual versus standard). To compare performances thus mea¬ 
sured however, we must be sure the standards are comparable too. If 
not, budget variance will not be a good yardstick for performance. 
I could easily obtain budget variance figures from the existing records 
in the six plants. As the statistical section at the end of this chapter 
shows, the budget variance figures thus obtained show very few 
relationships to any other aspect of the budget systems. They appear 
to be mainly an indication of whether the standards are loose or tight. 
I had therefore to drop budget variance as a yardstick for the effective¬ 
ness of a budget system. 

Higher performance by the budgetee is a consequence of highei 


1 Budget performance, of course, is only one aspect of total job performance. PeopL 
may be poor budget performers and good performers in other respects, such as quality 
Seashore et al. (i960) have tested for a large sample of non-managerial employees th 
hypothesis that all measures of job performance go back to the same basic factor. The 1 
had to reject it. 
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performance motivation. As objective measures of performance were 
not available, I could only trace the effect of budgeting on economic 
performance by measuring the motivation of the budgetees by the 
budget. In the information available about how budget systems 
function, it looked as if there were two dimensions in manager 
motivation through budgets (ch. 3, p. 45): 

a. The relevance of budget standards to the manager’s tasks. 

b. The attitude of the manager towards the budget system. 

Measuring relevance and attitude for each line interviewee appeared 
not to be easy, but usable scores were obtained. These scores serve 
as outputs in the investigation: as yardsticks for the effect of a budget 
system on the enterprise’s profitability through the motivation of the 
budgetees. 

2. The effect on the well-being of the people in the system. I measured 
people’s general job satisfaction or morale: whether they liked their 
job and the department they worked in. I also measured people’s 
feeling of being under pressure in their job and being made agitated 
and nervous by it. As the statistical section on p. 141 shows, there is a 
close relationship between high pressure and low job satisfaction. 
Besides being a goal in itself, high job satisfaction may also have 
tangible economic effects on a company, for example, lower labor 
turnover and a better position in the labor market. Pressure is an 
ambiguous item: while a certain amount of pressure may be healthy 
and appreciated by the individual who experiences it, too high 
pressure has very negative effects on the individual: anxiety, sleepless¬ 
ness, an increased risk of psycho-somatic diseases like stomach ulcers 
and often a disruption of his family life. It has its adverse effects on the 
organization too: for example more absence, higher accident rates, 
more conflict between people and departments (see chapter 12). The 
measurement of job satisfaction and the reverse of the measurement of 
pressure’ are the two outputs representing the budget system’s effect 
on the personal well-being of the budgetees. 

The measurement of relevance and attitude 

As the concepts of ‘budget relevance’ and ‘budget attitude’ are rather 

basic to the analysis in the coming chapters I will illustrate them with a 

number of quotations from interviews. 
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Let us consider the following statements of line managers: 

‘I am referring to the standards every day. It’s just indispensable. If I 
could start a business, I would set standards myself (second-line-manager, 
plant X). 

‘I’d like to know the outcome, but it doesn’t make any difference in the 
job. I don’t think of standards every day. I’m just a little bit stimulated 
by them myself, not much. I don’t believe a foreman ought to remember 
the standards constantly. Don’t be hypnotized by the standards. Watch 
the job itself’ (first-line-manager, plant X). 

‘The way the standards are used here is often quite wrong. They have 
a very depressing impact. If you don t make it on some job, people 
immediately threaten to subcontract the job. In many cases I m just 
powerless against the real causes’ (second-line-manager, plant Y). 

‘I like the standards. A man can show his results and point back to them. 
I am not so vain, but everybody needs an occasional pat on the back. 
Now with standards you know whether you did well or not, even if 
they forget the pat on the back. Otherwise I’d be dependent on the boss’ 
whims’ (first-Une-manager, plant Y). 

The second-line-manager in plant X and his subordinate disagree on the 
role budget standards play in the fulfilment of their tasks: they differ 
in budget relevance. The first-line-manager in plant Y and his boss 
disagree on whether standards are pleasant things or not; they show a 
difference in budget attitude. Other examples: 

High relevance: 

‘I think working without standards is just impossible. You won’t know 
a thing! Of course they influence productivity, we would not pay any 
attention to it without them’ (first-line-manager). 

‘You bet they do influence productivity. They’re the only decent way 
to jack up efficiency’ (third-line-manager). 

Low relevance: 

‘I would work as well without standards. I ve always hit the standards 
fairly well by myself’ (first-line-manager). 

‘I don’t think I’m stimulated. It would be childish to perform less if there 
were no standards’, (second-line-manager). 

‘I don’t think the standards have any influence. People just don’t knov 
enough about them’ (first-line-manager). 

‘It’s not a live system’ (second-line-manager). 
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‘It s not the standards that stimulate a man. It’s inside him. Take me. 
I’ve always been fidgety. I can’t sit still for a moment’, (first-line^ 

manager). 

Positive attitude: 

It s fun to try to surpass a standard,.once it is set’ (second-line-manager). 
I prefer standards. I have had a job as a foreman in a sheet-iron workshop 
before I came here. When a job was over, the manager always claimed 
he had lost on it. I hated that. It made me leave (first-line-manager). 
Of course it causes a fellow problems, but I prefer budgeting. I like my 
job better with it’ (first-line-manager). 

Negative attitude: 

‘I would prefer to work without efficiency standards. Quality standards 
are indispensable’ (first-line-manager). 

If you ve a good reason for being substandard they can’t catch you’ 
(second-line-manager). 

Personally, I prefer a management not to set standards. A good foreman 
ought to take care of that himself. If I am responsible for a job, I must see 
i to it that m Y People perform as efficiently as possible’ (first-line-manager). 
During the interviews, statements like these, which were answers to 
distinct questions by the interviewer, were coded and combined into 
scores for each interviewee: the ‘questions’ measure of relevance and the 
questions’ measure of attitude, as described in the statistical section on 
page 13 8. Also, the interviewer scored after the interviews his impression 
of the interviewee’s relevance and attitude: the ‘impression’ measures. 
The questions and ‘impression’ measures were not combined, as they 
appeared to be not sufficiently identical for this purpose. They were 
used throughout the analysis as separate measures. 


The hygienic nature of budget attitude 

The distinction between relevance and attitude is somewhat similar to 
the distinction between motivators and hygienic factors made by Herz- 
berg and described in chapter 3 (p. 53). When we consider a person’s 
job motivation in general, the motivators or job content factors account 
for good feelings about the job and, most likely, for good performance 
(Herzberg et al. 1959, p. 114). They have only a positive potential. The 
hygienic or job context factors account for bad feelings about the job, 
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can destroy the positive effect of the motivators, but have no positive 
potential of their own. Their best effect on motivation is zero. Positive 
motivation to above average performance can only be brought about by 
the motivators. 

For motivation through budgets we can draw a parallel with the general 
job motivation case. Now relevance is the positive component. When 
the budget is not relevant, it will not do any good to performance but 
but it will not do any harm either. Attitude is the component with the 
negative potential. ^Xlien a budget arouses negative attitudes, it may 
lead to worse performance than without any budget all. Attitude is 
not necessarily purely hygienic; it may have a positive potential too, but 
this works only when there is, first of all a certain relevance of the budget 
to the budgetee. Therefore we can approximately define factors in a 
budget system that increase relevance as motivators, and factors in a 
budget system that affect attitude as hygienic. 

Relationships between inputs and outputs: the line factor analysis 

From all the data collected from and about line budgetees (90 persons in 
total), I have selected the 60 most promising quantitative variables: 
inputs, outputs, and intervening variables. To get the fullest possible 
insight into their relationships I have subjected these data to a factor 
analysis. 

In the method of factor analysis used, a computer processes the data to 
find a number of common factors which are independent of each other, 
and which together account for a maximum amount of the variance m 
the data. In our case, eight factors were found which together accounted 
for 45% of total data variance. Each of these factors is correlated with 
some of the original variables; these variables are said to load on the 
factors. A loading’ of 0.53 of variable no. 24 on factor no. 1 means 
that variable no. 24 and factor no. 1 are mutually correlated with a cor¬ 
relation coefficient of 0,53. Loadings can vary between - 1,00 and + 
1,00; a negative loading means a negative correlation. Through the 
factor analysis the different variables expressing aspects of the budget 
system are grouped together around the different factors. Although 
some variables load to an important extent on more than one factor 
and some on no factor at all, most variables show only an important 
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loading on one single factor. Variables loading on the same factor are 
those that appear to ‘belong together’. They are mutually correlated, 
although sometimes this correlation is not evident in the original 
data because a third variable suppresses it there. The factor analysis 
technique thus fmds out which aspects of the budget system ‘belong 
together’. 

In the table of fig. 7-1 the relationships between inputs and outputs are 
shown as they were revealed by the factor analysis of line interview data 
(data collected in interviews with staff people have also been factor 
analyzed; the results of this analysis are presented in chapter n). The 
table contains with few exceptions only those variables which have 
loadings above 0,35 or below — 0,35 on a certain factor. This is an 
arbitrary limit to separate important from unimportant loadings. 

The first column gives the factor number and a chosen name which 
best represents the combination of variables which load on these factors. 
Also, it contains the numbers of the chapters in this book where this 
factor is discussed. In the six remaining columns the variables loading 
on each factor are grouped into six classes. Each variable is preceded by 
a number corresponding to Appendix E 2 and followed by a number 
representing its factor loading. The six classes of variables are: 

1. plant and hierarchical level, which refers to the twelve subgroups in 
the total sample; higher-level or first-line managers in each of the six 
plants. 

This is a way of tracking collectively the effects of all influences not 
separately measured, but which may vary from subgroup to sub¬ 
group influences that operate plant-wide, such as technology or type 
of market, but also influences which are overlooked by the researcher 
in collecting data. 

2. external inputs as defined before. 

3. internal inputs as defined before, measured independently from the 
interviewee. 

4. perceptions of inputs: all inputs about which the information was 
collected from the interviewee themselves. It is a known fact that the 
same reality is sometimes perceived differently by different people, 
so these data do not necessarily fully represent objective reality. 

5. intervening variables as defined before. 

6. outputs (the only tangible output is budget variance) and perceptions 





not combitex first- and staff: 0.39 

line: -0.45 









budget variances: 
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of outputs: outputs about which the information was collected from 
the interviewee: budget relevance, budget attitude, job satisfaction 

In rider'sense all variables measured through the subjective judgment 
of the interviewee should be called ‘intervening variables : class 4, 5 and 
6 together. I am using the term mterveningvariables m a more limited 
sense here, but it is true that the division of data collected fromi mt 
viewees into ‘perceptions of inputs’, ‘intervening vanables and per¬ 
ceptions of outputs’ is based upon subjective reasoning and does no 
follow from the data themselves. In drawing conclusions on the bas 
of the data we should be aware of the possibility that causes and effect 
are not as the table shows, but that some assumed causes may be effects 
or the other way round. The borderline between classes 4 , 5 and 6 
absolute. 


Relationships between outputs 

As I mentioned already, budget relevance and budget attitude have each 
been measured by two measures (one based upon questions, one upo 
impression of the interviewer); in both cases, the two measure:: are 

correlated with each other. The agreement between the two attitude 

measurements is much better than between the two relevance m 
surements. As will appear in chapter 12 the impression^ure of 
relevance is more related to motivation through forces within the bud 
getee, while the ‘questions’ measure is more related to motivatton 
Lough outside pressure. This shows that I actually measured two 
kinds of relevance, which are only partly correlated. Budget relevance 
and budget attitude are independent of each other; if not a hundred 
per cent, then in any case to a large extent The four correlation 
tween the two relevance and the two attitude measures are-iUposave 
but not very strong: they have probabilities between 5 and 14/0 to be 
caused LI 7ure chrnce. In the factor analysis we: find that relevance 
and attitude do not belong together: two of the factors are related to 
high relevance and two other factors to positive attitude, 
iwl.ko tesred whether there my 
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performance and this should be reflected to some extent in budget 
variance. The data show nothing of his. In the factor analysis, budget 
variance belongs to factor 2 with a high loading: 0,78. I have therefore 
called this factor itself ‘budget variance’. Very few other variables are 
related to the ‘budget variance’ factor and anyhow not relevance and 
attitude. We find only ‘looseness of standards’ as could be expected 
and ‘good communication with staff’(see chapter 11). Besides this the 
budget variance factor only identifies the plants where budget variances 
were very favorable or very unfavorable. 

I have tried whether the relationship between budget variance, relevance 
and attitude would become clearer by eliminating some other influences. 
I have eliminated the influence of looseness of standards (estimated by the 
top line manager and the staff interviewees). I have also tested the 
effect of two variables which according to the theory in chapter 3 should 
influence the relationship between relevance, attitude and performance: 
ability of the budgetee (estimated by his boss and the personnel manager) 
and his operational control that is the degree to which the budgetee felt 
he could influence the results of his department. There is some relation¬ 
ship between budget variance and ability ratings and also between budget 
variance and operational control ratings. Neither differences in looseness 
of standards, nor differences in ability, nor differences in operational 
control can explain the lack of correlation between relevance, attitude 
and budget variance. Only if we exclude the differences between the 
plants and between higher-level and first-line management (we then only 
look at the correlations within the subgroups), there is a positive corre¬ 
lation between budget attitude and budget variance. Unfortunately there 
is a much reason to suppose that the positive attitude is an effect as that 
it is a cause of favorable budget variance. Budget variances are, as stated 
before, poor yardsticks for our purposes. There is only one part of the 
investigation where they have been useful, and this is where they have 
been compared to people’s own judgment about how well their depart¬ 
ment was running. The outcome of this cpmparison is presented in 
chapter 8. 

I have already mentioned that high job satisfaction and low pressure go 
together. Both job satisfaction and low pressure appear to be negatively 
correlated with one of the measures of relevance; the questions measure; 
not with the other one. This relationship is caused by a number of other 
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influences, as will be shown in chapter 12. There is no positive correlation 
between job satisfaction and budget attitude, contrary to what we might 
expect. There is even a negative correlation which has a probability of 
5% to be caused by pure chance. In this case too other influences are 
responsible for this correlation. It is important to remember that high 
job satisfaction is not the same as positive budget attitude. 

Statistical analysis of data used in Chapter 7 
Measuring relevance and attitude 

Operationalization of the concepts of ‘relevance’ and ‘attitude’ proved not to be easy, 
and even more difficult for ‘relevance’ than for ‘attitude’. I did not v/ant to use a direct 
rating by the interviewee on a ‘Relevance of Budgets’ scale (as 1 did in the case of 
‘Operational Control’ and ‘Participation in Standard-Setting’, as will be shown later), 
because I expected that these ratings would be seriously biased by an interview situation 
creating a temporary ‘relevance’ itself. With the experience of 140 interviews, I would 
now be less hesitant to include a rating by the interviewee in a well-designed ‘Relevance 
of Budgets’ scale. The way I did operationalize ‘relevance’ and ‘attitude’ was: 

1. By ratings by the interviewer of his impressions at the end of each interview, on 
9-point scales: 

Relevance of budget/standards: low-high 

Attitude towards the system: negative-positive 

(Appendix D 3, question H 5 - H 6; Appendix E 2, variable 17-19). 

2. By coding of answers on the following interview questions (Appendix D 3, section E): 
E 20: Do the standards that are set influence productivity in this plant ? 

(5 = influence; 4 = some influence; 3 — no influence; 2 = perhaps negative influ¬ 
ence; 1 = negative influence). 

E 21: Would you prefer personally to work with or without standards, or do you 
have no preference ? 

(5 = with; 4 = perhaps with; 3 — no preference; 2 = perhaps without; 1 = without). 
E 22: Do the standards stimulate you yourself to a better performance ? 

(5 = yes; 4 = perhaps; 3 = no; 2 = perhaps negatively; 1 = negatively) 

E 23: If no standards were set, but your instruction would just be to work as effi¬ 
ciently as possible, would this make your job heavier or lighter than it is now ? 

(5 — heavier; 4 = perhaps heavier; 3 = don’t know; 2 = perhaps lighter; 1 
lighter). 

E 20 and E 22 were designed to represent ‘relevance’ and E 21 and E 23 to represent 
‘attitude’. 

Actual scores on E 20 and E 22 appeared to be only 5, 4 and 3, i.e. positive or zero 
values; this agrees with my expectation (p. 50) that no negative relevance will be found 
in practice. 

On E 21 and E 23, all values of scores from 5 to 1 were present: positive, zero and nega¬ 
tive values: this agrees with my expectation (p. 45) that attitude can be both positive 
and negative. 
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However, all four questions were weak in obtaining a good spread in the answers: 
percentages positive answers (score 5) were very high: for E 20-81%; E 21-86%; 
E 22-73%; E 23-60%,. 

The intercorrelation of the answer scores (product moment correlation coefficients) are 
shown in fig. 7-2: 



fig. 7-2. Intercorrelations between Answer Scores on Four Open Questions 

The relatively low correlations are understandable in the light of the poor spread in 
answer scores. Taking this into account, I felt justified to take E 20 and E 22 together, 
and also E 21 and E 23. I have, therefore, used the total score for E 20 and E 22 as a Re¬ 
levance Index, and the total score for E 21 and E 23 as an Attitude Index (Appendix E 2, 
variable 18 and 20). 

The intercorrelations between my four measurements of motivation" are as shown in 
fig. 7-3: 



Figures between brackets are correlations within subgroups *significant at 0,05 level, 
* **significant at 0,0005 level 

fig. 7-3. Intercorrelations between the Two Measures of Relevance and the Two 
Measures of Attitude 
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Thus it appears that ail measurements are slightly correlated, but that the two ‘relevance’ 
and the two ‘attitude’ measures are more correlated; not even for ‘attitude’ can the 
correlation be said to be very good for two measurements designed to measure the same 
dimension. 2 I have, therefore, not taken the ‘impression’ and ‘questions’ measurements 
together, but treated them separately throughout the further analysis. 

The difference in the correlations with both measurements of relevance when we look 
at correlations within subgroups point to the fact that relevance levels are very different 
from subgroup to subgroup. The factors which make a budget relevant are mostly 
working for the whole subgroup simultaneously. The level effect works out diffe¬ 
rently for the ‘impression’ than for the ‘questions’ measure of relevance. This shows 
again that we are dealing with two types of relevance. 


Correlations of ‘relevance* and ‘attitude* scores with other budget attitude 
measurements 

In the attitude survey administered at the end of the interviews (Appendix D 5) a number 
of items dealt with budget attitudes. Some of these are specific, for example about the 
information feedback, the standard-setting process, or line-staff communication. These 
will be discussed in the chapters 8 through 13. Four items were of a more general nature: 
2. Budgeting is first of all an accounting tool (negative). 

9. I could work as well without standards (negative). 

29. Taking everything into account, my department runs efficiently enough (negative). 
36. Introducing budgeting (standards) has improved efficiency (positive). 

The correlations of these six with the two ‘relevance’ and the two ‘attitude’ measures 
were as shown in fig. 7-4. 

From this, it appears that generally the relevance measure through interviewer’s im¬ 
pressions and the attitude measure through questions give the higher correlations 
with the scores obtained independently in the attitude survey. An exception is the 
correlation between item 36 (‘Introducing budgeting (standards) has improved efficien¬ 
cy’) and the ‘questions’ relevance measure, which is not surprising, as the questions from 
which the relevance measure is obtained (‘standards influence productivity’ - ‘standards 
stimulate me’) are rather similar to item 36. 

A high ‘impression’ relevance score is generally obtained for those who think that 
budgeting is not first of all an accounting tool (but is, first of all, a management tool). 

A high attitude score (by both measures) is generally obtained for those who think they 
could not work as well without standards. 

Those who think their department does not run efficiently enough- and are therefore 
likely to search for lines of action that will make it run more efficiently - tend to have a 
somewhat more positive attitude (‘questions’ measurement) and maybe a higher rele¬ 
vance (‘impression’ measurement). 

2 It must be noted that the interviewer’s impressions were rated at the end of the inter¬ 
view, during which he had heard also the answers on the four open ‘relevance and 
attitude’ questions. 
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Att. 

Survey 

item 


relevance 


9 

29 


Budgeting is not first of all an accounting 


0,47*** 


I could not work as well without standards 


36 


Taking everything into account, my 
department does not run efficiently 
enough 1 


17 

impr. 


18 

quest. 


0,12 


attitude 


19 

impr. 


0,19 


Introducing budgeting (standards) has 
improved efficiency 


0,20 


0,14 


0,15 


-0,09 


0,14 


0,49*** 


20 

quest. 


0,00 


0,4 3** 


-0,04 


0,26* 


0,50*** 


0,26* 


0,04 


^significant at o,o 5 We,, -signtfican, at o,oo 5 We,, -signrficant at ^ 
•A;tit 7 ul. COrrehti0,,S ° f FOUr A **“* Scares with .Relevance’ and 


Measuring job satisfaction and pressure 

‘I like the depairemWork in’ dUCCd fr0n ’ " titude survc y ite,1,s: 
and ‘I enjoy my job’ 

SBHSsrsjSK?*-.- 

I feel under pressure in my job’ 

Thesewere scored negatively, so that variabie S+ actually tncasures * c ^ 

survey in the Netherland^ were used before in a nation-wide 

study. 1 ,t - 958) - The fourth 1S designed especially for this 

are mutuaiiy rarrciated with r - 

“d PreKUrC ~“-nce and attitude are 

correlations are caused by situations inspnificXm^ThcX^ “^ hese ne e ativc 
in chapter 12. 1 ‘ • he third one will be investigated 
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correlations with. 

—~ 

Variables: 

17 

Relevance 

(impress.) 

18 

Relevance 

(questions) 

19 

Attitude 

(impress.) 

—---- j 

20 

Attitude 

(questions) 

—- 

53 . High job 
satisfaction 

—o,05(~ 1 0,03) 

-o,i8*(-o,i8*) 

-o,i8*(-o,io) 

-o,i5(-o,o 6 ) 

54. Absence of 
Pressure 

-o,i4(-o,03) 

—0,22^(0,03) 

0,02(0,02) 

L_- 

-o,o9(-o,i6) 


-i_— -———■ 

. . * . 1- * ^nUrrrAimC 


Figures between brackets are correlations within subgroups 
■^significant at 0,05-level 

fIG . 7 ., Correlations between Job Satisfaction, Pressure and Budget Motivation 

Correlations of relevance, attitude and some other variab.es with budget 
variance 

■ ■ C 1 calculated his total budget variance over the past 3 months in 

For each line interviewee, I calculated minus direct materials, 

see Appendix E 2, var. 28. relevance and attitude are shown in fig- 

The correlations of this budget variance variance with three other variables. 

7-6, which also shows the performance and budget variance as well. 

They^re kiosenes^of standards, of the top 

The looseness of standards measurem ent was, erv i e wees of the plant concerned (5°%)- 
plant line manager ( 50 %) and all s a ^ E a> variable 3 5; Appendix D 2, 

Ratings were given on a five-point “^ „ D ^ The measurement of ability is based 
question C 5 and Append* D 3, question^ ^ rating by the personnel 

on a performance rating y . • j^r-t-iKed in Appendix B. 

manager. The measurement of, C ™J variance and looseness of stan- 

The strongest correlation »PP e “” ” some corre latton with ability ratings and with 
dards, as could be expected. Nation with attitude, if we only look at 

operational control. There is a so some corc^^^ i ev els). Ml correlations with 
variances within subgroups (pl ^“ a “ a)so tried whe ther elimination of the influence 

or operational control made the correlation between 
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budget variance, relevance and attitude ! aTehtolhipbetween rooti- 

clusfon it that nay data do not gtve ‘ 7 ^^^ There are a number of 

•g^c™e“i* b“aria„ce, but in all these cases budget variance may 
have been the cause rather than effect. 


Variables: 


correlad^nT^thTs. budget variance 


17. Relevance (impression) 

18. Relevance (questions) 

19. Attitude (impressions) 

20. Attitude (questions) 


based on 
total data 


0,12 


— 0,09 


0,06 


based on 
within-sub- 
group variance 
only 


• 0,06 


based on 
subgroup 
averages (rank 
correlation) 


0,13 


0,12 


0,28** 


■ 0,00 


0,16 


- 0,26 


■0,36 


-0,02 


j 5. Looseness of standards 


(9. Ability 


0,42 


,★** 


0,31** 


0,16 


- 0,01 


0,11 


0,28** 


0,70’ 


0 , 53 ’ 


0,17 


.0. Operational Control _j_ , __—- 

* significant at 0,05 level, -significant a, 0,005 level, —significant at 0,0005 level 
PIG . 7 _fi. Correlations of Basic Variables with Budget Variance 
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CHAPTER 8 

TIGHT OR LOOSE STANDARDS? 


* t tuZZ tf: Ct ° fthe inPUt: the M 0fthe ^ ore set 

utput. budget motivation is investigated First tlu> r i 

TlZ Ch M 0jeCtS 0fSt f y & Kay ° n the ^^bjeftaZlZibed 

^ fottour my results, mhich largely confirm those of the other reZh js 

Iro n t Stmiard l ‘° Play “ '° k JZZlZt 

f m any other rewards or punishments connected to it ’ P 

1 he findings prove that: 

- loose budgets are poor motivators. 

- the motivating effect of budgets becomes stronger urhen they become tighter 

- over a certa.nlimit of budget tightness, motivation is poor agaZ ' 

- thts hunt, and more in general the extent to and the may in mhich people 

ZZZZfZnZLlfZtZlZZr thc situation ’ in mamsenmit 

onance reports. In some plants the standards appear to be JuVZnahzZ’ 
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this internalizing process . This is illustrated in two case studies , the dyinAMO 
and the combitex case study. 

The role of budgets in achievement motivation: Stedry’s experiment 

In this chapter I will explore experimentally the implications for budge¬ 
ting of the theory of achievement motivation and aspiration levels 
(chapter 3, p. 62 ff.). First, I will analyze the outcome of two other 
research projects on the same subject. 

In Stedry’s experiment (Stedry, i960), 108 students as subjects had to 
solve six series of problems each. For each person and each series, budgets 
were set for the number of problems to be solved; attainment or non¬ 
attainment of the budgets was associated with small financial rewards 
and penalties; also, in some cases the subjects were asked ‘what they hoped 
to perform’ (their aspiration level) before the actual performing. The 
subjects were arranged in a 3 x 4 factorial, making all possible combi¬ 
nations of the following conditions: 

a. No aspiration level question 

b. Aspiration level question before budget statement 

c. Aspiration level question after budget statement 

A. Low budget (attained 69% of the time) 

B. Medium budget (attained 59% of the time) 

C. High budget (attained 39% of the time) 

D. Implicit budget (not stated to the subject before; combined low, 
medium and high). 

Analysis of the performance results under these various conditions showed: 

- The influence of aspiration level formulation on performance was 
highly significant (1% level); performance was highest for those 
subjects formulating an aspiration level after knowing their budget, 
and lowest for those formulating no aspiration level at all. 

- The influence of budget level per se on performance was not so signifi¬ 
cant (5% level); this influence appeared to be conditioned strongly by 
the method of aspiration level formulation, so that the interaction of 
aspiration level formulation x budget level was again highly signifi¬ 
cantly (1% level) correlated with performance. Performance was 
positively correlated with budget level for those formulating no 
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aspiration level, or formulating it after the budget statement; in these 
cases, only the high budget gave better performance than the implicit 
(unknown) budget; the low and medium budget gave a lower perfor¬ 
mance than the implicit budget, so one could conclude that stating 
them actually lowered performance instead of stimulating it. For those 
subjects formulating an aspiration level and thereafter getting their 
budget (condition b), performance was best with a medium budget 
level. High budgets in this case had an adverse effect: they led to 
extremely low performance, as if the subjects stopped trying. 

From these results, it can be concluded that: 

a. Formulating an explicit level of aspiration does influence performance. 
It appears that the formalization of the ‘level of aspiration’ procedure 
helps people who otherwise would not have done it for themselves 
to set an aspiration level and consequently perform better. 

b. T :■ e influence of the formal budget level on performance is conditio¬ 
ned by the way in which people set their aspiration levels. 

c. Only the high budgets were better than the unknown budgets. 

In industry, the conventional rule is that budgets should be attainable 
but not too loose’ (Stedry, i960, p. 11); or for example: 

“The standard costs and budgets are attainable but lean towards the ideal side” (Holden, 
Fish & Smith, 1941, p. 160). 

Now it is doubtful how this must be interpreted in practice. Which 
of Stedry’s budgets were ‘attainable, but not too loose’? From the 
experiment we see that only budgets that had a chance less than 1 in 2 
( 39 %) to be attained, had a positive effect on performance. Stedry 
therefore stresses the importance of the difference between budgets for 
planning (what actually will be performed) and goal-setting (optimal 
level from a motivational point of view). 1 In a later publication, Stedry 
(1962) reports that in about 60% of cases his experimental subjects who 
formulated an aspiration level after getting their budget, chose the bud¬ 
get level as their aspiration level; for the ‘high’ budgets, aspiration levels 

1 Becker and Green (1962, p. 401-402) fear that employees might dislike the idea that 
planning and goal-setting budgets are not the same. Personally, I cannot see why 
employees would not accept that an average percentage of goal-underattainment is used 
in the planning process. 
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were either on or below the budget; for the other budget levels, aspiration 
levels were below, on, or above the budget. Stedry apparently has not 
extended his budget level range far enough to discover the upper limit 
on the ‘tight’ side, above which budgets will no longer affect perfor¬ 
mance. In business practice and in some of the accounting theory of 
budgets, there is a clear expectation that such a limit exists: 

If people set their goals too high, they will be overstrung, disappointed and will finally 
acquiesce in failure” (van der Graaf, 1965, p. 9, my translation). “It will be understood 
that the tension in the budget loses its operational value if it leads to hypertension” 
(Limperg, 1965, p. 103, my translation) 

Now this upper limit is most likely different for different individuals. 
This is shown by the results of another research study, the one by Stedry 
and Kay. 


The field experiment of Stedry and Kay 

This experiment (Stedry & Kay, 1964a, i 9 6 4 9 was carried out in a large 
US engineering plant. The experimental subjects were 17 foremen, 
belonging to the same subsection. They "... were divided randomly 
mto four equal groups and assigned goals of varying difficulty by their 
managers in the two most important aspects of their jobs: (1) productivity 
and (2) quality (amount of rework required). Two levels of goal difficulty 
were established on the basis of past performance: (1) a ‘normal’ goal was 
set at a level which the foremen had been able to achieve 50% of the 
time in the previous 26 weeks; (2) a ‘difficult’ goal was set at a level which 
the foremen had been able to achieve only 25% of the time in the 
previous 26 weeks. Foremen in one of the four groups were assigned 
normal goals for both productivity and quality to work on for the 
f" s " in ® ,U-week period. Foremen in the second group were assigned 
10 ^ goals in both areas. The third and fourth groups were assigned 
difficult goals in one area and normal goals in the other”. (Stedry & Kav 
1964®). 

The experiment tried to prove a number of rather detailed hypotheses 
In tins, it was not successful. Obviously, a sample of 17 subjects split 
into 4 subgroups is very small to obtain statistical significance. The 
results, therefore, consist of statistically non-significant tendencies and 
ex-post hypotheses. Nevertheless they are interesting: 

Difficult goals m one of the measurable areas (productivity or quality) 
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appear to lead to either very good or very bad performance m com¬ 
parison with normal goals; this is especially the case if the other area 
also has a difficult goal. In the case of very good results we can assume 
that high aspiration levels have been formed, influenced by the formal 
goal. In the case of very bad results, the goal has been perceived as so 
difficult that the foreman has withdrawn from setting an aspiration level 
or he has set such a level far below the formal goal. From the experiment 
it appeared that, where difficult goals were perceived as ‘impossible (this 
was assessed in interviews at the beginning of the experimental period), 
performance tended to be lower than when either ‘normal’goals were 
given, or difficult goals were given that were perceived as challenging . 
The differences between those accepting or rejecting a goal seemed to be 
a matter of personality differences; also, age played a part: the older men 
were more likely to see difficult goals as impossible (Stedry & Kay, 
1964 s1 , also Stedry, I 9 b 4 b )> 

A diagram of the effect of budget levels on performance 

In line with the conclusions of the two studies mentioned above, I have 
tried to show the effect of budget levels on performance (all other factors, 
like personality effects, being equal) in the form of a diagram (hg-M- 
This is an improved version of a diagram already published before this 
research project in another paper (Hofstede, 1964^. 



fig. 8-1. Budget Level, Aspiration Level and Resulting Actual Expense Level 
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Fig. 8-i is drawn for the case of an expense budget, so the goal is to 
minimize expenses. Let us assume that without a budget (Stedry’s im¬ 
plicit budget situation) the expense level will be N. Now fig. 8-1 shows 
what happens if we consider various alternative budget levels from very 
loose (case l) to very tight (case 6). In case I, the budget is too loose, i.e 
above level N. The budgetee will probably be aware of this and set his 
aspiration level a somewhat better (lower than the budget) but still above 
N. The result r will be equal to the aspiration level. Case i is the case 
ot the low and ‘medium’ budgets in Stedry’s experiment. 

In case 2 the budget just hits N. Aspiration level and result coincide 
with the budget In fact, the budget does not influence performance 
here. In case 3, the budget is somewhat below N. The budgetee will 
adapt his aspiration level to the budget, but not necessarily fully; I have 
assumed the aspiration level on the average to be located somewhere 
between N and b. As the goal is not yet very tight, the result has a fair 
chance or coinciding with the aspiration level. 

In case 4, the budget is tighter still. The aspiration level is tightened up as 
well, but now it has become so tight that the actual result has a strong 

risk of being not as good as the aspiration level. Therefore, r is shown to 
be above a. 


In case j, the budget is very tight; so much, that the budgetee sees it as 
almost impossible and sets a less ambitious aspiration level than in case 4- 
which he may attain in the actual result. 


hi case 6 finally, the budget is so tight that the budgetee sees it as fully 
impossible, so that he stops trying; he avoids setting an aspiration level 
at all, and his negative attitude about the impossible budget may make 
ms actual result worse than would have been the case without the budget. 
Case 6 is the case of some foremen in the Stedry & Kay experiment who 
got two difficult goals. 


The optimal budget level from a point of view of the actual result attained 
is somewhere between case 3 and 4 (the minimal value of the r curve); 
m practice, its position will depend also on factors like the budgetee’s 
personality, experiences in the past, and on group standards. 

What the diagram of fig. 8-1 clearly illustrates is that only budget levels 
within a limited zone really improve performance; outside this zone 
(cases I and 6) budgets do more harm than good. Stedry & Kay 
(1964 s ) advocate avoiding case 1 by choosing difficult goals, and avoiding 
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case 6 by designing a mechanism to revise the goals if the budgetee 
sees them as impossible. In this way, they in fact introduce some partici¬ 
pation of the budgetee in goal-setting. A similar recommendation is 

given by Becker & Green (1962). .11 1 

The problem is complicated when we look at successive budget cycles 
in time. Case 4 in fig. 8-1 may be felt as a failure to the budgetee, because 
his result is worse than his aspiration level; this feeling of failure may 
induce him to set a less ambitious aspiration level next time; case 4 may 
then shift to case 5- Besides, budget levels themselves will also shift in 
time. If not, the motivating effect of the budget will soon be gone, and 
special cost reduction drives will be necessary to improve cost perfor¬ 
mance (chapter 2 and 14)- Stedry stresses that "a stationary budget ts not 
an effective control budget. If the budget level is never attained then some 
other criterion is in fact replacing it as a control element. If the level is 
consistently attained, the question of the possibility of consistently ob¬ 
taining operation at a lower cost will never be answered, because there is 
no incentive to improve performance”. (Stedry, i960, p. 18; this second 
situation is similar to cases 1 and 2 in fig. 8-1). Stedry therefore advoca¬ 
tes choosing budget levels so that they are attained part of the time, 
this percentage of the time being chosen to provide an acceptable 
balance of positive and negative psychological reward for the bud- 
getee. 

Achievement motivation and levels of standards in this study 

Unlike both research projects described earlier in this chapter, mine is a 
field study. It could describe and measure aspects of the budget systems 
in the six plants, but it could not manipulate any variables in the systems 
Let us first look at the things people say about the issue of the level of 

standards: • j n 

A 1 would definitely make the standards as tight as can be attained. For 

' example, we can plan for 20 charges a shift or for 25. If we say 20, 
well never get more. If we say 25, well possibly hit 24. Of course 
one mustn’t tell the fellows’ (first-line-manager). 

‘I prefer standards that are attainable. If not, they won’t create much 
improvement and I wonder if they won’t damage morale (third-hne- 
manager). 
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‘I believe in an objective that is not attainable. The American System. 
That’s something a fellow can pull himself up to’ (subordinate of the 
previous interviewee). 

‘I think negative variances have more impact than positive ones’ 
(third-line-manager). 

‘I’d be happy if the system were just a tiny bit looser’ (first-line- 
manager) . 

‘The large gap between the other plant’s performance and ours was 
very depressing. Now we’re closer, it’s better’ (first-line-manager). 

B. ‘If we’ve made it we’re all happy’ (second-line-manager). 

‘If we’re not clean at the end of the day, the boys are unhappy too’ 
(first-line-manager). 

‘Of course I feel swell when my department hits 135’ (first-line- 
manager). 

‘At year-end we have the proud feeling we’ve made it’ (second-line- 
manager). 

‘One feels a bit hurt in one’s sence of honor if one does not attain 
the goal’ (first-line-manager). 

‘We tell the fellows it’s a matter of honor to attain standard time. I 
think this works more flexibly than piece-rates. It works better’ 
(first-line-manager). 

‘I think it’s easier working in a system of standards. A fellow can feel 
satisfied’ (second-line-manager). 

C. ‘Standards imperceptibly penetrate into ones mind’ (third-line- 
manager). 

‘A standard is something to go by’ (25 managers in various keys). 
‘A standard is a thermometer, otherwise I would have to feel my way’ 
(third-line-manager). 

‘Standards are like traffic signs, they prevent accidents’ (first-line- 
manager). 

From these quotations, it is very clear that standards can be internalized 
into aspiration levels; they do function as yardsticks for achievement. 
The level of standards is an important issue in this process of achievement 
motivation. In all the cases mentioned above, no direct rewards or 
punishments were connected to the attainment of the standards. The 
achievement itself was sufficient motivation. 





It is interesting to compare the statements by line managers with the 
opinions of the budt- or standards-departments staff. One important 
issue in this case is whether some of the standards are used t hro ugh 
piece-rates or other systems to directly influence workers’ pay. When 
this happens, there is a tendency to stay on the loose side to avoid 
grievances and bad morale. 

“I think a loose standard is better. It’s my experience that with a tight 
standard people tend to say: ‘I can’t make that! It has a depressing effect. 
If the standard is looser, people will in fact surpass it’ (work study 
engineer). This is the major 1 ’ty opinion. Yet another work study engi¬ 
neer says: 1 prefer a tight standard. If it’s too loose, it is difficult to 
adjust it any more”. 

In the case where standards do not influence workers’ pay, the general 
tendency is to the well-known ‘tight, but attainable’ standards. 

‘I prefer rather tight standards. Just because we don’t have piece-rates 
here. You don’t touch anybody’s pay, and you give them a good goal 
to strive for. If we had piece-rates, there would be quite other aspects’ 
(work study engineer). 

‘A very tight standard has an adverse effect, but a standard that is too 
loose is useless’ (budget accountant). 

The trouble is, that in practice ‘attainable’ is an ill-defined property, and 
ideas of attainability vary widely. 

A very practical remark is: 

‘The most important aspect is that standards must be adjusted regularly. 
Every standard is only a step on the productivity ladder; there is always 
a danger it will stay there’ (staff manager). 

Finally: 

‘I think the essential issue is whether one has standards or not, even rough 
ones. I do not mind so much if they’re loose or tight’ (staff manager). 
The following pages will show, however, that this is not right. 


The effect of standard levels on motivation 

In all plants except dynamo i and 2, I have asked line interviewees to 
score whether they judged certain groups of standards to be “loose” or 
“tight” (Appendix D 3, question D 11). 

The results are shown in fig. 8-2. 
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PLANT 

Number of times people scored: 


Average 

Score 

1 

too tight 

2 

tight, but 
attainable 

3 

just right 

4 

fairly 

loose 

5 

too loose 

ALPHABET 

3 

14 

12 

2 

1 

2,5 

•I . . 

3UROMAT 

j 

9 

22 

15 

12 

0 

2,5 

;OMBlTEX 

6 • 

15 

12 

4 

0 

2,4 

iPICURE 

2 

2 

17 

4 

0 

2,9 


Difference between epicure and other plants, tested with Wilcoxon’s test (one-tailed) 
ignificant at o s oi - level. 

:,G. 8 - 2 . Interviewee’s Scores for the Levels of Their Standards in Four Plants. 


n three plants, the most frequent score is ‘tight, but attainable’, epictoe 
s the exception: here nearly all standards are considered ‘just right. The 
tverage score of a line interviewee for the ‘looseness’ of the different 
groups of standards (‘measurable dimensions 5 ) important to him, is used 
is a variable in the statistical analysis of data (variable no. 34 m Appendix 
3 2 ). I have also asked a judgment about the looseness or tightness of the 
Afferent groups of standards from the top line manager, and from the 
taff interviewee. Their average judgment is another variable in the 
tatistical analysis (no. 35). I have already used this variable in chapter 7, 
vhere it appeared that there was a clear correlation between this measure 
»f ■‘looseness of standards 5 and actual budget variance. As will be shown 
11 the statistical analysis at the end of this chapter, variables no. 34 (loose- 
less of standards according to the line interviewee himself) and no. 35 
looseness of standards according to top line-manager and staff employees) 
re significantly correlated, but the line interviewees own judgment is 
inly weakly correlated to the actual budget variance, 
apparently the top line manager and the staff look more at actual results 
b decide whether a standard is tight or loose; the line interviewees 
hemselves describe more ‘how the standards feel 5 : their personal back- 
round and experience play a role in how they see the standards. 

Another bit of information I have gathered from line interviewees ex¬ 
pressed whether they expected improvement in performance over the 
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next 12 months m any relevant aspect (‘measurable dimension’) of theit 
department. The number of times they said to expect improvement v 
scored m variable 36. Expectations of deterioration are scored negatively 
These scores^ for expectations of improvement can be considered l 
measures of goal discrepancy’. In chapter 3, p. 65, the concept of goal 
discrepancy has been introduced as one of the fundamentals of the Level 
of Aspiration Theory. It is defined as: level of aspiration minus pas. 
performance. Therefore, an expectation of improvement in perfor¬ 
mance m the coming year means a positive goal discrepancy. In the 
theory quoted in chapter 3 it is stated that positive goal discrepancies art 
generally associated with high motivation. In the statistical section of thi- 
chapter, it is shown that expected improvement in performance (goa 
discrepancy, variable 36) is significantly correlated with budget rele¬ 
vance (questions measure) and with both measures of budget attitude 
s relevance and attitude together represent motivation, this confirm- 
the expected relationship between positive goal discrepancies and moth 
vation. Higher motivation to fulfill standards is reflected in expectations 0 
improvement over past performance . 

Fi g 8-i su g gests that the relationship between performance and budgef 
level follows a curve. According to the description of fig. 8-1, moti- 
vation follows the same curve as budget levels vary. Finally, goa 
discrepancy follows also a curve. Goal discrepancy is represented by \ 
(aspiration level) minus r (result). As we are dealing with expense levels' 
a negative a-r represents a positive goal discrepancy, that is an expectatior 
of improvement. We see in fig. 8-1 that the expectation of improve¬ 
ment is greatest in a middle zone of budget tightness, between case 3 am 
5. o test whether this curvilinear relationship exists in my data, I hav< 
divided the 59 line interviewees for whom I had ‘looseness of standards 
scores into three thirds: the top, middle and bottom third in judgmen 
about looseness of standards. In the statistical section on page 172 th< 
results are analyzed. It appears that all motivation measures and’‘ex. 

^ZTl T?r' emCnt 'r 3S Wdl sW the P fedicted curvilinea, 
relationship with looseness of standards’, but only a few of the difference 

between thirds reach statistical significance. This is not surprising, as ml 

sample was rather small. Nevertheless, the data show that when standard 

are tightened up motivation at first increases up to a certain limit of standan 

tightness, over this limit, motivation decreases again. ‘Standard tightness’, o. 
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rather ‘looseness’ in this case, is measured subjectively: it is defined by the 
budgetee and different budgetees will differ in what they call tight. 

The statistical analysis shows further that the lowest relevance is found for 
loose standards: the least favorable attitudes and the least expectations of 
improvement are found for very tight standards. 

The factor analysis (fig. 7-1) gives some additional insight into the effects 
of standard levels. Variable no. 34: interviewee’s own judgment about 
( looseness of standards, reaches the critical level of a 0,35 loading on none 
|of the factors. It has nearly-critical loadings on two factors: 0,32 on 
3factor 3 (upward communication’) and - 0,31 on factor 7 (job involve¬ 
ment’). ‘Upward communication’ is a factor which first of all represents 
a boss who is open to the ideas of his subordinates. It also indicates good 
;line-staff communication and the absence of work pressure. The figures 
Suggest that under these circumstances, standards will not easily be seen 
'as tight. Also for this factor, budget attitudes are positive. This has 
practical consequences: I have stated the advice of Stedry & Kay (p. 149) 
to avoid loose standards by deliberately choosing difficult goals, but to 
avoid goals that are seen as impossible by the budgetee by designing a 
mechanism to revise goals if necessary. My finding that where upward 
communication is good, standards will not be seen as too tight, supports 
(this advice. Only, the ‘mechanism to revise goals’ must function well 
'and be perceived as functioning well by the budgetee. It is,not just a 
simple gimmick that can be introduced; it is part of an overall attitude of 
management that is visible plant-wide. Chapter 12 will go deeper into 
this issue. 

‘Job involvement’ is most likely a personality or cultural factor. This fac¬ 
tor is high for those who feel that the plant demands the utmost of them: 
they believe that working comes natural to most people, probably also 
to diemselves. These interviewees are mainly found among the first-line 
(managers of dynamo 2, and they do feel their standards are tight, but 
do not show any negative attitude or de-motivation because of this. See 
the dynamo case study in this chapter, and also chapter 13. 

The factor analysis also shows that variable no. 36: expected improve¬ 
ment in performance, has a loading of 0,51 on factor 6: job rotation . This 
factor indicates that those who are relatively new in their jobs will 
expect more performance improvement. Thus, an important deter¬ 
minant of expectation of improvement appears to be something else 
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than the budget level: quite simply the fact that a manager is new in his 
job. The interviewee’s age loads also on this factor (0.59). In the ex¬ 
periment of Stedry & Kay, age also appeared to be a factor: it was 
supposed to contribute to determining the reaction of budgetees on tight 
standards. I have taken job rotation’ as the key variable because it shows 
the highest loading (0.65), but another explanation would be that age 
is the key variable (see chapter 13). Of course this does not rule out the 
influence of the budget level which we saw before. A factor analysis just 
cannot show curvilinear relationships like the one between budget level 
and expectation of improvement. 

Group differences in reacting to standard levels 

The Level of Aspiration Theory in chapter 3 (p. 62) uses also the con- 
cept attainment discrepancy’: level of actual new performance minus 
level of aspiration. This measure indicates the probability of feelings 
of success and failure. Stedry suggests, that a budget system should 
produce an acceptable balance of success and failure experiences for the 
budgetee (p. 93). In this study, I have measured feelings of relative 
success or failure by asking evaluation marks. Each line interviewee has 
given evaluations of the various aspects (measurable dimensions’) of his 
department s performance on a scale. This scale is similar to the one used 
for school performance in most Dutch schools: 9 — excellent, 8 = good, 
7 = fairly good, 6 = satisfactory, 5 = so-so. 

I assume there is a relationship between these evaluation marks and the 
attainment discrepancies described above. People who give higher 
marks (7, 8 or 9) feel relatively more successful and will therefore tend 
to have positive attainment discrepancies; people who give lower marks 
(6 or 5) feel probably they performed worse than they aspired to, and 
will tend to have negative attainment discrepancies. Evaluation marks 
are averaged for each line interviewee over the various dimensions of 
his department’s performance that are relevant, and handled as variable 
no. 37 in the statistical analysis. 

If a budget system motivates the budgetees, there should be an agreement 
(correlation) between the evaluation marks and the budget variances: 
Where actual performance is less good than the budgetary standard 
(unfavorable budget variance) people should give low evaluation marks, 
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and vice-versa. As the statistical analysis at the end of tins chapter shows, 
budget variance (variable 28) and evaluations of own department s 
performance (variable 37), taken over total data, are significantly corre¬ 
lated (r = 0,37***). However, this correlation varies from plant to 
'plant. It is quite interesting to compare our six plants in this respect; 
this is done in fig. 8-3. The data on which fig. 8-3 is based are collected 
In Appendix F. For every plant, Appendix F shows a number of‘cases’. 
Every ‘case’ is one evaluation mark given by one line interviewee for 
hds department’s present performance on one ‘measurable dimension’. 
All 90 line interviewees together provided 466 cases, that is somewhat 
more than five measurable dimensions per interviewee. Each evaluation 
s compared with the official budget variance of this measurable dimen¬ 
sion for the interviewee’s department over the past three months. For 
Wch plant separately, fig. 8-3 shows the relationship between evaluation 
md budget variance expressed in a straight line (regression line) which is 
he best possible ‘fit’. 

The dashed lines in fig. 8-3 represent the limits between which the regres- 
ion lines for each plant should fall if the differences from plant to plant 
yere just a result of chance (0.95 confidence interval). I had predicted 
fter the dynamo pilot study, that I would find significant (non-chance) 
lifferences between the other four plants. Therefore, the confidence 
imits are calculated on the basis of the data of these four plants only; and 
js combitex and epicure fall outside the limits, my prediction is proven 
o be justified. 

The picture of fig. 8-3 is the following: of the six plants, dynamo i and 
.picure show virtually no correlation between evaluation and budget 
variance, combitex and dynamo 2 show a stronger than average corre¬ 
ction, while alphabet and buromat take in-between positions. The 
lifference between dynamo i and 2 is extremely remarkable, as both 
>lants are so similar from a technical and organization point of view, 
will explore it as a case study below. The combitex case, too, will be 
[escribed as a case study in this chapter. 

n interpreting the regression lines of fig. 8-3, we can make two assump- 
ions about causality: first, people tend to evaluate on the basis of the 
Official budget variances that are communicated to them; or second, 
-eople evaluate on the basis of what they observe daily in their jobs and 
judget variances reflect the same thing. Most likely, both assumptions 
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hold true to some extent. The correlation between evaluation and budge 
variance points m any case to some degree of agreement between person; 
standards (aspiration levels) and budget standards, whichever may hav 
een first. This means that where communications with the line o 
budget variance is poor, there may still be a correlation between evali 
ation and budget variance. If, however, the communication aboi 
standards is poor too, correlation becomes unlikely. This is the case fc 
epicure (fig. 8-3) . As this is mainly a staff-line problem it will be describe 
(as a case study) in chapter n. 

The significance of the regression lines in fig. 8-3 is, that budget or stai 
dards cannot be supposed to have any motivating effect unless they are to son 
extent internalized’. In the case of dynamo i and epicure, as far as tf 
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motivation of my interviewees was concerned, there might as well have 
aeen no standards at all. 

Fig. 8-3 also reveals that there are considerable differences as to what 
evaluation is given on the average to zero budget variance , that is a 
tandard just made. In dynamo i, this is 8,0 in alphabet and epicure, 
7 , 4 ; in combitex, 7 , 1 ; in dynamo 2 which appears to be most modest, 
{9’ These figures can be considered as reflecting ‘informal’ budget levels 
br the various plants. The slope of the regression lines varies from 0,55 
combitex) to 0,05 (epicure). This reflects the degree to which aspiration 
evels are set that follow the budget. 

The evaluation variable (no. 37) shows up in the factor analysis with a 
oading of 0,74 on factor 8. I have called this factor ‘self-satisfaction’, 
because it shows only a low correlation (0,21) with budget variance. On 
he other hand, it shows a loading of 0,37 for the ability rating of the 
nterviewee, given by his boss and the personnel manager. So it expres¬ 
ses a general feeling of ‘being a good performer’ without being actually 
>ased on the figures (see also chapter 13). 

'have also introduced a variable (no. 38) to attempt to identify as indivi- 
luals those who do and those who don’t set their aspiration levels ac¬ 
ceding to the budget (see the statistical section at the end of this chapter), 
"his variable is scored negatively and represents therefore lack of corre- 
ltion between own evaluation and budget variance. In the factor analy¬ 
sis, this variable loads also on factor 8: ‘self-satisfaction’: 0,36. This 
onfirms that this is the factor of those who do not follw the budget in 
iving evaluation marks. Variable no. 38 has also a loading of-0,3 5 on 
ictor no. 6: job rotation. This means that the ‘job rotation’ people, that 
; those who are relatively new in their jobs, do show a better correlation 
etween own evaluation and budget variance. We saw already earlier 
1 this chapter, that these were also the people who expected most 
nprovement in performance. The ‘job rotation’ factor explains partly 
g. 8-3: why people in some plants do, and others do not follow the 
udget in their evaluations. Outside the factor analysis, variable no. 38 
ack of correlation between evaluation and budget variance) shows 
orrelations with hierarchical level (r - — 0.28*) and with frequency 
hd usefulness of meetings with boss and colleagues (r = 0,23*). 

Correlation between evaluation and budget variance is higher for those 
t higher hierarchical levels, and for those having frequent and useful 
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meetings with their boss and colleagues. This is quite understandable, 
The meetings issue will be further dealt with in chapter 12. 


The effect of standard levels on job satisfaction 

There are no indications of either a positive or a negative job satisfactioi 
effect of any of the variables dealing with standard levels. The onh 
exception is a r = 0,20* correlation of job satisfaction with the ‘lack o 
correlation between evaluation and budget variance 5 . This is explainee 
by factor 8 in the factor analysis: self-satisfaction 5 . It is not very impor 
tant. 

There are no correlations whatsoever between standard levels and 
feeling of pressure. This shows that pressure is not caused by just tigh 
tening up standards. It is the personal communication which goes wit 
it which causes the pressure - or not. 


Summary of the conclusions of my study about achievement motivation an 

the levels of standards 

i. Budgets and standards can be ‘internalized 5 into personal aspiratio 
levels. 

t/ 2. They will have a more positive effect on motivation when they ar 
tighter and less easily attained. This works up to a certain limit 
beyond this limit, tightening of standards reduces motivation. 

3. Higher motivation is reflected in expectations of improvement ove 

past performance (goal discrepancy). : 

4. The relevance component in motivation is lower for budgets tha 
are too loose than for budgets that are too tight. 

5. The attitude component in motivation is more negative for budget 
that are too tight than for budgets that are too loose. 

6. There are important differences between plants in the way standard 
are internalized; plants have different ‘informal budget levels 5 an 
different degrees of internalization of standards into personal aspi 
ration levels. 

7. Personality and cultural differences, like differences in job involve 
ment, are important determinants of people’s reactions to a certai 
level of standards. 
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8. Situational data like hierarchical levels, the time Peopk ^ve bem 
in their jobs, and people’s age, influence the way m winch people 

9. Stimulating Upward communication can help to avoid that standards 

ro. S u^f Hjtmental meetings facilitates the internalization of 
standards into personal aspiration levels. 

These results confirm to a great extent the conclusions of the experiments 
of StX and Stedry & Kay. The new element in them is the role of 
situational data and group management in influencing Jt. "adorn 
This can be illustrated by the dynamo and combitex case studies, which 

iirill follow. 


A case study: evaluation of own department's performance in DYNAMO 
I and 2 

Both DYNAMO plants produce the same type of electronic components 
only minor constructional differences. The plants are located m 
different parts of the Netherlands. In the period of the interviews, bo 
were of the same size. Technology was the same except for ummpor 
details. Line and budget staff organization wascom^ 
for every manager in dynamo i a counterpart could be found with t 
same responsibility for dynamo 2. In addition, budget and standar 
levels were the same, except for small differences m technology Mid 
•housing It was a policy in the dynamo company that if the same pro- 
”were made hi both plant t and 2, there would not be any differ¬ 
ence in cost price. In short, the plants were the most ideally matched 
p"r of research areas any investigator could hope for. Yet, in plotnng 
evaluation marks - given by managers to own departments performance 
_ aSmt budget variance, we get totally different pictures for both 
olants See fig 8-3, regression lines for dynamo i and 2; compare also 
the raw data to Appendix F. 2 We read from these lines, that m dynamo 1 
there is no correlation between subjective evaluation and budget variance 
whatsoever. In 87% of cases, dynamo t managers ^ 

‘good’ or 9 ‘excellent’. In dynamo 2 there is a fairly good correlate 

. Each of che 60 ‘cases' of dynamo 1 in Appendix F can be matched with a case in 
•dynamo 2: same department, same measurable dimension. 

t At 



between subjective evaluation and budget variance. ‘Good’ or excellent’ 
marks are, moreover, given only in 45% of cases. A case with zero bud 

mar™vNiMo "fh ^ 0n thc aVera « e “ 8 «val«*i°n 

o „ 1 u f ’ he Same sltuatlon receives on the average less than 

a 7 mark ( 6. 9) m dynamo 2.* In the periods concerned, both plant" 
attained their overall objectives, although the positive overall budget 
variance was greater for dynamo 2 than dynamo i. I have also aJd 

trytinffeT'n r S ^ budget Staff; “ this case > there was 

very little difference between dynamo i and 2, and the judgment wa< 
m between the dynamo i and 2 line evaluations. Wha could be X 

As both plants have so much in connnon, we have to look at their 

i£ n XTot“ 0 any clues ' The main difFerence is one 

™T, 7 T organization. dynamo i is the parent plant The 
p duct development department is situated there; the plant has not 

existing prod 31 ?’ X deVel ° P “ eW products to improve 

Sting products and processes, dynamo 2, on the other hand was set 

up four years before the interviews as a pure production plant ’ with as 

its mam objective good and efficient mass production of the prTduc 

deve oped m dynamo i. This difference in function entails a dtfemn 

weight of budget control as a management tool in either plant. In dynamo 

* bud f et C0n T 0115 the major COntrol too) ;» °™amo i it is oX one of 
everal controls. In managmg dynamo i, stimulating creative Activity 
is probably of more importance than budget control. The difference il 
unction is accompanied by a difference in personalities as far as second- 

Xe™rhe 0f „ew S budg« Zt ° Verl0 ° k ; d ' Wh “ ^ ' 

formed of the new standld/l took tiTl T y< * cver >' bod >' speared in¬ 
basis for cdcul^^JL^^-” 00 ^ ^ FeVi ° US bud ®” ye “ “ 1 

month later, when the new standaTl, It, ' nter ™ ws ™ dynamo 2 were held one 

if not the same tighter than the ola " 3 P™ ,our ‘«-'d. The new standards were, 

was possibly a X M “° : ‘ V ” anCe °” the new ^-ds 






and third level managers are concerned. Although all of these managers 
were trained in dynamo x, dynamo 2 managers seem to be more pro¬ 
duction-oriented and interested in organization problems. Maybe that 
is why they are selected for this particular job. They also stimulate 
'each other. ‘Personally, I’ve always been interested in budgeting, even 
before I came here. I am sure the interest of the department managers 
is influenced by mine’ (third-line-manager, dynamo 2) In dynamo 1, 
ithe second-line and higher-level-managers are more of the technically 
■(creative, improvising type. 

j Tiiere is also a difference in personalities between first-hne-managers 
(foremen) in both plants, but this has a different origin. In this company, 
second-level managers are recruited among higher-educated young 
outsiders, who start their career as assistants to a second-level-manager. 
First-line-managers mostly come through the ranks. This was at least 
the case in dynamo 1, where all first-line-managers had only primary 
school eduction; they had served with the company for 13-35 years and 
had on the average been a manager for 6 years. In dynamo 2, although 
all first-line-managers originated from the region when the plant was 
built, they were hired as managers when the plant was started; most ot 
them had management experience in other industries, and most of them 
had some advanced education after primary school. Significantly, the 
first-line managers in dynamo i had lunch in the workers cafetaria; 
in dynamo 2, they had lunch in the staff cafetaria. 

‘We are different from the foremen in the other plant. We had a manage¬ 
ment job before and we also have closer ties with our department mana¬ 
gers. Their doors are open here - just give them a ring and one is wel¬ 
come It’s not the same in the other plant’ (foreman, dynamo 2) 
Meetings between department manager and foremen were held more 
frequently in dynamo 2 than in dynamo i; in 2, weekly; in 1, with a 
frequency of between 2 and 6 weeks. We will meet the dynamo 2 
foremen again in chapter 13. 

In the past four years, dynamo 2 had had a tough time to th e 
standards, hi accordance with company policy, standard levels tor both 
1 plants, after a starting-up period of about one year, had to be the same; 
this meant in practice that standards were set according to the situation 
in the leading parent plant, dynamo i. ‘We’re tied to the best result 
they can find’ (second-line manager, dynamo 2). 
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The management of all levels in dynamo 2 felt it as a challenge to beat 
the parent plant. 

‘This is a new plant. We are growing with it, we’re building up some¬ 
thing. It gets close to one’s heart’ (foreman, dynamo 2). 

After four years of hard work, just about the time of the interviews, they 
had made it. As a matter of fact, shortly afterwards they became more 
efficient than the parent plant. 

‘We had excessive rejects for years. Now they’re on standard. I’m very 
proud. I do like standards’ (second-line manager, dynamo 2). 

Some of the foremen in the department meeting were not convinced 
the standards helped to increase productivity, but I’ve convinced them. 
Of course one has to use them. It is my custom to write standards and 
variances on the blackboard in the meetings’ (second-line manager, 
dynamo 2). 

On the other hand, dynamo i management had had little trouble in 
meeting the standards. Their variances were nearly always favorable. 
Our standards do not influence productivity. If there are any significant 
variances, there is always something wrong in the calculation’ (second-^ 
line manager, dynamo i). 

‘My task is made easier by the standards. Maybe it would be different 
if they were very tight’ (foreman, dynamo i). 

The feedback sessions (see Chapter 6 ) in dynamo i and 2 were also rather 
different. In dynamo 2, the discussions were generally more lively, 
although there were differences between groups. The critical factor 
seemed to be the way in which the group leaders dealt with standard 
matters. Standards had to be relevant to them personally, but also they 
had to have the social skills to involve the group of their subordinates 
in these issues. Both conditions were fulfilled to a larger extent in 
dynamo 2 than in dynamo i. 

In summary, to explain the difference of internalization of standards in 
dynamo 1 and dynamo 2, we can find the following clues: Firstly, 
dynamo 1 was a development plant where creativity was probably more 
important than budget control, while 2 was a mass production plant 
where budget control was the main control tool. Secondly, this difference 
in ‘function’ led to a number of differences in ‘functioning’; also, there 
were differences in personalities reinforcing this effect. Finally, dynamo i 
had been in a position where it was the leading plant. Standards were 





mottly set after its performance so that overall variances were always 
‘ positive and hardly any effort was needed to meet overall cost objectives. 
This led dynamo i management to give high evaluation marks to their 
departments’ performance throughout even though actual budget vari¬ 
ances showed losses in various cases, dynamo 2 had been in the challen¬ 
ging situation of building up a new plant with a wholly new team The 
pioneering situation (in a small country town) perhaps helped to forge 
team unity, dynamo 2 managers were probably selected because they 
l had the organizational and leadership skills necessary for such a situation, 

I which meant they had more of an innate interest in budgets; also, they 
! reinforced each other’s interest. The standards they were up against 
; were very real to them: they knew they had been achieved m the parent 
plant. They knew they had a lot to learn, which made them humble, 

; they were eager to improve, which made them study and discuss stall- 
. dardsand variances frequently and furthered the standards internalization 

1 process. , 

1 The evaluation differences shown in fig. 8-3 lead to the question whether 
dynamo 1 judgments would have followed the standards more if these 
had been tighter. This might have meant using a different set of standards 
for either plant. There are methods in budget accounting to apply 
different standards for different plants and balance out differences through 
an equalization account 4 to get equal cost prices. If this would have 
been done, goals might have been set that meant a challenge to dynamo I 
too, without making them impossibly high for dynamo 2. 

One other feature of the dynamo case must be mentioned. In this 
company, there was a clear conflict between the measuring and the 
planning function of a budget, as described in chapter 2 (fig. 2-1). It was 
in the company’s interest that parts of the company, like plants, met their 
budgets as precisely as possible (‘uncertainty avoidance - see chapter 4). 
Neither positive, nor negative budget variances of any size were desirable, 
But of course top plant management felt measured by the standards too, 
and as one staff interviewee lucidly remarked ‘People prefer to be scolded 
at year end for a budget gain over being scolded for a budget loss. 

! Many standards are of such a nature that possibilities for a favorable 

* In fact there existed such an equalization account in the dynamo accounting system. 
J It was only used for balancing out small differences in equipment, housing and other 
technical matters, however, not for balancing out psychological differences. 
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variance are limited, while possibilities for an unfavorable variance are 
much larger. We can think here for instance of the production volume 
man automated process, which cannot exceed the limit it is set at, but 
which can drop to zero if the equipment breaks down. It is known that 
every now and then such explosive unfavorable variances will occur. 
In order to avoid unfavorable overall plant results, top plant manage¬ 
ment will be tempted to set standard levels below the maximum attain¬ 
able. In this way, nine out of ten variances will be somewhat on the 
favorable side, and this will balance the unpredictable catastrophe on the 
tenth variance. This was the case in the dynamo plants. In dynamo i, 
there were several complaints about the looseness of standards, and even 
m dynamo 2, where they had been behind for a long time, people begain 
to note it after the introduction of the latest budget: 

For me they could have tightened up the reject standard for this year by 
2 percent still* (first-line-manager, dynamo 2). 

Sometimes reality is lost in the standards, they’re just too loose. Top 
plant management wants it that way: I can only guess what their reasons 
are. They ought to set two standards, one for financial purposes and one 
as an objective. Now, sometimes, there is no challenge whatsoever’ 
(second-line-manager, dynamo i). 

This last manager suggests what is the only good solution to a problem 
i e this, using different standards for measuring and planning purposes 
(lg. 2-1). In general in industry, there seems to be a resistance on the 
part of both accountants and managers to do this. Greater awareness 
of the motivational issues in standard-setting may help to overcome this 
resistance. 


A case of extremely unfavorable budget variances: the COMBITEX situation 

COMBITEX is the plant with the most unfavorable budget variances in my 
sample. In the year before the interviews, total unfavorable budget 
variance was 16% of total added value (all costs minus materials). 12% 
was due to volume variances (chapter 2) and 4% to the combined effect 
of efficiency variances and expense variances. Standards were felt to be 
tight at COMBITEX, but more so by the top management and the staff than 
by line interviewees themselves. The relevance of the standards was 
fairly low. 


■Toe tight standards can have a negative effect. ^ Ctly 

situation we’re in at this moment (staff interviewee, combitex). 

The mfavorable combitex budget variance was the 

chans in two respects. One was technical change. The plant had been 
extenebd considerably shortly before the interviews, and the extension 
had only recently been consolidated. The increase in production volume 
becauseof the expansion had been planned but not fully realized, and t 
is how die unfavorable volume variance had been created. btectOiiK V> 
there did not seem to be much pressure on combitex management o 
Change this situation. If relevance were higher, there would probably 
have been more pressure on the standards and a greater chance of getting 

them adjusted to a more realistic leve . , A f cia j 

The other type of change combitex management had to face was so 
Iw The Plant is located in a small province town with m agneu- 
turany oriented population. During the first fifteen years ofthepla.it 
existence, combitex people were a rather closed group. 
eager to work for combitex and to earn a good piece-rate m it. 

on benevolent authority and the acceptance of it. With the extensio 
’ which almost doubled the plant, combitex had to attract new people 
The new generation was less easy to manage andless willing.tc 

dependence, combitex corporation management was aware of this and 

both through its well-managed personnel department and through the 
1 management hierarchy, set the stage for democratization. Pieco-mte 
were abandoned and this was done so thoroughly that evenmAvaW 
production data were no longer registered. Job enlargement was 

Tomkitex’ foremen, however, were ill prepared for these changes. They 
were all old-timers who started as operators when the plant was founded 
sixteen years ago, and who acquired their industrial experience in the 
old-styll combitex plant over fifteen years. Although they had been sen 
1 to management development courses and, in general, intellectually ac~ 

* cepted the new approach, they just lacked the skills and the tools to mana¬ 
ge their people the new way. The organization had been based on 
' maintaining productivity by piece rates. Piece-rates were gone but 
: X was there to replace them. Thus, productivity started to drop. 

; Standards that had been attained before were no longer attained. Fore- 



men had a feeling of failure; in 47% c f cases evaluation marks < or 6 

(valbtlJ Te lo2 “ ^ ^ ° f Ae * Ability .tings 

‘Things don’t look rosy just now. The causes are varied We’vt been 
a closed group, the plant was the mother to people. Now that we’re 

It used to be less complicated, now it’s larger, less clear. We’ve got job 

2 kdZto IT™' T ^ len ^ lere ’ s the labor market People 

attraTf pT T ° T l ° WOrk at machines ^ not 

u ' ; Produc ivity is dropping, our standard used to be 75 units 
but we 11 have to lower it’ (staff interviewee, combitex) ’ 

Lookmg at the regression lines of evaluation on budget variance in fig. 

3, we see the combitex line is the steepest of all. This is because of the 
very low evaluations given to the negative variance cases. Yet relevance 
is low, because the low raters have a feeling of failure - and f '1 1, 

demotivating effect (chapter 3). The cause of Ae failure islTin 1 " 

S 111 1 r , 1 el . nse ves ’ b ut the standards serve to make it evident ‘The 

Si 4 ”' attam them 15 n0t •M’ fault’(foreman, 

budget an Tj 6 feelings ’ the attitudes of interviewees towards the 

budget and standards system are rather positive at combitex Personal 
relationships are good; there is an excellent man to-mancommunication 
and peopie do not feel anything like injustice in the way Tre“.’ 

to thatdes IS 'U eXa ™ plc °f budget motivation that is exactly opposite 
to that described m Argyris’ ‘Impact of Budgets on People’. 

Statistical analysis of data used in Chapter 8 
The variables to be considered 

The new variables in this chapter are (see Appendix E 2) • 

34 ^ 

is raKd « - - 

’■ ^;^ e r ing year ^ 
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37. Average evaluation of present performance of own department, scored by inter¬ 
viewee on 5-point scales for each measurable dimension and averaged over 
measurable dimensions: (5 - so-so; 6 - satisfactory; 7 - fairly good; 8 - good; 

9 - excellent). Interviewees were asked to rate ‘present’ performance. If they 
asked over what period, the answer was: the past month. 

38. Lack of correlation between the evaluation of no. 37 and official budget variance 
of no. 28 calculated for each interviewee separately and averaged over all his 
relevant measurable dimensions. 

The coding was as follows: 

Ideal correlation was considered to be: 

Budget variance code 1 (> 5 % l° ss ) ~ evaluation code 5 (so-so) 

Budget variance code 2 (1-5% l° ss ) ~ evaluation code 6 (satisfactory) 

Budget variance code 3 (even ± 1%) - evaluation code 7 (fairly good) 

Budget variance code 4 (1-5% gain) - evaluation code 8 (good) 

Budget variance code 5 (> 5 % gain) - evaluation code 9 (excellent) 

For every evaluation by every interviewee for each measurable dimension, points 
were given for deviations from the ideal correlation. For instance, if a situation 
with budget variance code 1 was evaluated 7, (7-5) = 2 points were given. If a 
situation with budget variance code 4 was evaluated 5, (8-5) = 3 points were 
given. Thus, zero points represents ideal correlation; four points is the maxi¬ 
mum lack of correlation possible. 

Relationships between variables 

In fig. 8-4 the intercorrclations between budget variance and the other variables dealing 
with the level of standards issue are shown. 

In fig. 8-4 we can consider budget variance and looseness of standards as inputs, expec¬ 
tation of improvement as an output and evaluation as an intervening variable. Two of 
the three intercorrelations between input variables are significant. The top line judg¬ 
ment about looseness of standards follows actual variances closer than the budgetee s 
, own judgment. 

Variable no. 37 (evaluation) shows a correlation of r = 0.37*** with budget variance 
(no. 28). The within-subgroup-correlation is r - 0,28** and the rank correlation for 
28 and 37 based on subgroup averages (plant -f hierarchical level), is r R = 0,65*. This 
could be expected because of differences in budget variance level from subgroup to 

subgroup. , , 

Variable no. 37 (evaluation) is also significantly correlated with looseness of standards 
(no. 35). People will apparently give higher marks in plants where the standards are 
looser. 

Variable no. 38, lack of correlation between own evaluation and budget variance, is 
significantly correlated with no. 37, evaluation. This means that those who give their 
department high marks on present performance tend to neglect the budget variance 
figures. Conversely, it means that if unfavorable evaluations of own department s perfor¬ 
mance are given, they tend to be based on budget variance. Variable no. 38 is significantly 
negatively correlated with budget variance, no. 28. This does not mean, however, that 
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28 

Budget variance 

34 

Interviewee's own judgment about 
looseness of standards 

35 

.—--< 

Top-line manager and staff judgment about 
looseness of standards 

36 

——-----< 

Expected improvement in performance 

37 

Average evaluation of own department's 
present performance 

38 

\ 

'Lack of'correlation between own evaluation 
and budget variance 

.... .. / 



Figures b^wccti brackets are correlations within subgroups; they are only shown where 
tiiey differ to any important extent from ovtiall correlations. 

♦significant at 0.05 level, **significant at 0.005 level, ***significant at 0.0005 level 
hg. 8-4. Intercorrelations of Variables Dealing with the Level of Standards Issue. 


those who evaluate according to the budget figures have more favorable variances: it is 
a fictive correlation, caused by the way variable 38 is scored. The explanation of this is 
as follows: Points are scored representing deviances from the ideal evaluation for a 
given level of budget variance. Now we have noted the tendency of those who neglect 
the budget variance figures, to give high marks. In the case of positive budget variances 
they will then hit the ideal evaluation just by accident; in the case of negative budget 
variances, they will be far off. Thus there is a greater chance of high ‘lack of correlation’ 

scores for the negative budget variances; this explains the negative correlation. It 
has no real meaning. 

The correlations with motivation and job satisfaction are shown in fig 8-5 
Looseness of standards is not significantly correlated with the motivation variables- 
we will see that the relationship is curvilinear. If the top line sees standards as loose 
there tends to be less pressure. 


Expected improvement in performance is significantly correlated with three of the 
our motivation measures. It looks therefore a fairly good measure of overall motivation. 
Evaluation is negatively correlated with attitude. In plants where a positive attitude 
towards the system prevails people appear to be more often willing to give a critical 
evaluation of their department’s performance. Finally we find a positive correlation 
o variable no. 38 ‘lack of correlation evaluation-budget variance’ with job satisfaction. 
This can be explained through the factor analysis. In the factor analysis the factor which 
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shows highest loadings for both variable no. 38 and job satisfaction is ‘self-satisfaction’. 

is represents an attitude m people which makes hem feel they like their job but which 
also does not encourage them to evaluate their performance in terms of the figures. 

Fig. 8-6 represents the check on the predicted curvilinear relationship between variable 
34 - interviewees own judgment about looseness of standards’ and motivation plus 
expectations of improvement. Interviewees in the alphabet, buromat, combitex and 
epicure plans were divided into three groups: the top, middle and bottom third in 
judgment about ’looseness of standards’. 



17 

18 

19 

20 

36 

Division of line 
interviewees into: 

relevance 

(impression) 

relevance 

(questions) 

attitude 

(impression) 

attitude 

(questions) 

expected 
improve¬ 
ment in 
performance 

1/3 who judged their 
standards ‘tightest’ 

6.1 

94 

6.8 

7-7 

0 

& 

X 

significance of 
difference 

n.s 

n.s 

0,05 

0,01 

j 

n.s 

1/3 who took a middle 
position as to tightness 
or looseness of stan¬ 
dards 

6.8 

9-5 

7.6 

9.4 

1.5 x 

significance of 
difference 

0.02 

n.s 

n.s 

0 

b 

n.s 

1/3 who judged their 
standards ‘loosest’ 

5-9 

9.2 

7-3 

. 

8.0 

. 

1.2 X 


Scale for ‘impression’ scores: i to 9 

Scale for ‘questions’ scores: relevance 6 to 10 


attitude 2 to 10 

Scale for expected improvement in performance’: o to 3 x 

Significances of differences between cells are tested with Wilcoxon’s test for comparing 
samples, one - tail, n.s = not significant. 

hc. 8-6. Check on Curvilinearity in the Relationship between Looseness of Standards 
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CHAPTER 9 „ 

participation in STANDARD-SETTING 


Summary of this Chapter 
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to<iL SMing t0 ° haS * deaT game aSPM; thh “ trough 

Finally, the bukomat situation is presented as a case study of high budeet 
participation and low participation in the setting of technical standards. 

Participation in perspective 1 

1 like y°*ng with standards, but with standards I’ve got a say in 
myself (second-lme-manager). 7 

‘Standards are something to go by. But having a standard that is set by 
lXt n“ ttyin8 t0 ***** it; that " the greatest fun ’ ( sec °nd- 

imIos b H d8et l, makeS my , task easier ' woul d be different if it were 
mposed without consultation. In that case the job would be very 
tough (second-line-manager). 7 

I like standards if both parties agree about them. That is not always the 
case (second-lme-manager). ys tne 

‘I see no use in us gabbling in the choir when they are setting the stan- 
dards. It is difficult enough without us' (first-line-manager). 

• . C f y a , t0 col “ U ^ with all of us, where would they be ? I’ve got no 
idea how the standard is set. I don’t care so much’ (first-line-manager) 
a healthy situation that the objectives are set from above Maybe if 

d0 ” 0 ”" v “ wc *»■“ (-2. 

To several writers on the subject, the human side of budgeting is partici 
pation m standard-setting. I„ this book I hope to have shownX t^ 

aspects" Y™ theT f ^ ^ bud8edn « has many ^er hum! 

P . Yet the participation issue is important. We have met ‘partici 

pation in standard-setting’ in chapter x as the spot where the control vs 

autonomy conflict in budgeting was expected to be best visible We 

have met it in chapter 2 through the assumption in at least par ofll 

accounting theory of budgeting, that goal-setting by the orgXation 

1 This heading is borrowed from McGregor (i960, chapter 9). 
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improves people’s performance, but having people participate in this 
goal-setting improves their performance still more. In chapter 3, 
participation in decision-making has been related to autonomy need 
satisfaction and also to other motivational processes in the budgetee. 
Finally, in chapter 4 we have seen the influence of the budgetee on the 
standards as a feedback loop in the control system (fig. 4-2). This feed¬ 
back loop can balance the system without intervening m the actual 
process to be controlled, but the influence of ‘external reference points’ 
can prevent this. 

Applying to the budget case what has been stated in chapter 3 about the 
positive effects of participation in general, we can predict the following: 
a. Participation in standard-setting leads to improved communication, 

C to better standards; it makes the standard-setting system a learning 
system (see also chapter 4). 

a. Participation in standard-setting up to a certain limit increases higher 
management control: it decreases the probability of distorted infor¬ 
mation and other undesirable ‘alternative actions subordinates some¬ 
times resort to in the face of non-participatively set standards, 
c. Participation in standard-setting increases motivation to fulfill the 
standards. This is because participation satisfies autonomy needs, 
affiliation needs in the case of group participation, and achievement 
needs. The latter, because it may stimulate the ‘internalization of 
the standards for self-appraisal purposes, as a level of aspiration. 
Participation may offer the formalization of the level of aspiration pro¬ 
cedure which appeared so important in the Stedry experiment (p. 
146). Participation will tend to make the standards more relevant 
to the participant’s task and therefore increase the relevance compo¬ 
nent of motivation; it may also lead to other desired outcomes, 
like a feeling of belonging, and thus influence the attitude compo¬ 
nent of motivation. Finally, participation in standard-setting serves 
as a safety device against goals that would be felt as impossibly diffi¬ 
cult - it is a mechanism for guaranteeing a certain amount of ba- 
; lance and fairness in the system (compare p. 150). 

Several limitations to the positive effects of participation in standard¬ 
setting can also be predicted: 

i a. A specific limitation to the positive effects of participation in standard- 
1 setting, not applicable to participation in decision-making in general, 
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is that performance is measured by precisely the same standards that 
are. set. Therefore, an apparent positive effect on performance may 
be just fictitious, and based on a lowering of the standard instead of on 
a real performance increase (Stedry & Chames, 1962, p. 3, footnote). 
Any fool can learn to stay within his budget. But I have seen only a 
handful of managers in my life who can draw up a budget that is 
worth staying within’ (N. Dreystadt to P. F. Drucker, quoted in 
Drucker, 1954, p. 74). 

b. Personality traits of the participants may limit the benefits of participa¬ 
tion: authoritarians and persons with weak independence needs will 
maybe perform better on standards set by higher authority. 

c. National culture and business subculture may be counteracting forces 
to successful participation in standard-setting (e.g. foremen in a plant 

may not think it their legitimate role to have a say in budget stan- 
dards). 

d. Participation can not be incidental; it will work only when an ex¬ 
perience of successful participation throughout is built up in the 
subordinate. 

e. Several situational constraints limit participation in standard-setting. 
One of these is operational control as defined on page io; the 
budgetee must perceive to have influence on the results the standards 
are about. There is no use for a manufacturing foreman to participate 
in the budget for his share of personal department costs, for example. 
Another situational constraint is the availability of external reference 
points for the standard to be set, like: 

- technological data: machine speeds, etc. 

- studies by acknowledged specialists, like quality engineers and work 
study engineers. 

- comparison with the performance of other, similar units within or 
outside the organization. 

Such external reference points limit the amount of free scope left for 
participative standard-setting. 2 

£ A final limitation is based on the function of a standard as a checkpoint 
for achievement. A standard that is self-generated may have less 

* In a Studyh Y Philipsen and Cassee (1965) the availability of external reference points 
for productivity standards is related to the type of leadership that will be found in an 
organization. 
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authority and challenge, and reaching it may give less success feelings 
than a standard based on unshakable external evidence (see chapter 3 , 
page 63). In the process of setting and performing to standards, 
satisfying autonomy needs through participation may conflict with 
the satisfaction of achievement needs later on 
Limitation a is quite serious. It points to the vital importance of external 
reference points, like those mentioned under d, m the process of stan¬ 
dard-setting. In the usual stress on participation in standard-setting they 

are often overlooked. , , „ ,■1.1 

The way the effect of participation in standard-setting is usually described 

is about like model A in fig. 9-1. Basing myself on the theorej 
analysis in these pages and on the findings which will be presented, 
think model B in fig. 9-1 is * better, although less simple picture of die 
effects of participation in standard-setting. I have split mottvation mto 
its components “relevance” and “attitude”, and introduced two other 
sources of data for standards which are quite realistic: “ ter ^ fere ^ 
points, and authority of persons higher in the hierarchy. All three can 
serve to make a standard relevant to the budgetee: It is not clear from 
recent evidence ... that participation in goal-setting is so advantageous 
as to preclude the inclusion of non-participatively set goals in behavioral 

models’ (Chames & Stedry, 1963. P- 6 ). . , 

The mere presence of external reference points is not sufficient to make 
a standard relevant to a budgetee. He must perceive these reference pornts 
as applying to his situation. 8 A participation process may help to find 
external reference points that the budgetee perceives as valid. We can 
call this ‘participation in standard finding’, followmg van Doom (1964)- 
The effect of higher authority on motivation, or rather the effect of t e 
mix of participation and higher authority that is u sed to set standards, 
will depend on personality and cultural elements in the budgetee. For 
example, the budgetee’s being more or less authoritarian may have an 
influence: authoritarians may more readily accept non-partiapatively 
set standards. Positive effects of a mix of higher authority and partici¬ 
pation in setting goals for Research and Development Scientists have 

s In Festinger's more-mentioned Theory of Social Comparison Processes (1954), he 
analyzes under which circumstances people consider external reference points for 
comp^iug opinions and abilities as valid; for example, the difference with then situ- 
ation must not be too great. 
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A. The Traditional View of the Effect of Participation in Standard-Setting 


participation 
in standard - 
setting 


communication 

motivation 

etc. 

_N. 
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B. Improved Model of the Effect of Participation in Standard-Setting 



and Performance. 










—— 


-en puonsned by Peiz ( I9 6 4 ). He proved that those setting their own 
goals autonomously were not the best performers, nor were those whose 
goals were set by higher authority alone. The best performers were the 
^ngmeets and sc.ent.sts for whom dtree or four ‘echelons’ contributed 

dlem 1 VeS ’ their coUe ^s, *eir immediate 
body d h<?r hlghCr eXCCUtlVe levels or some outside client or other 

When the right mix of external reference points, participation and higher 
authority has not been found, standards will be felt by the budgetee as not 
legitimate, and this will impair his motivation to perform at least the 
attitude component of it (Miles and Vergin, 1966). 


* Jl -— ■'VUiV 

studv^I had e ^” CtS of Participation in standard-setting in the present 
swdy, I had to measure participation. After pre-testing, I arrived at the 
following participation scale: (fig. 9 - 2 ). 4 


4 A general participation scale is described in Likert (1961), p. 243. 
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abed 1 
myself staff myself staff 


Decision taken by me/them without consultation 

8 - 

8 - 

8 

Proposal by me/them, followed by consultation; 
my/their opinion generally prevails 

7 - 

7 - 

7 - 

Proposal by me/them, decision made jointly 

6 - 

6 - 

6 - 

Proposal sometimes by others, sometimes by me/ _ 
them; decision made jointly 

5 ” 

5 - 

5 " 

Proposal by others, my/their opinion asked, and 
has a lot of weight 

4 - 

4 - 

4 - 

Proposal by others, my/their opinion asked but 
does not have much weight 

3 - 

3 " 

3 - 

My/their opinion not asked, but decision ex¬ 
plained to me/them 

2 

2 

2 

My/their opinion not asked; decision not ex¬ 
plained to me/them 

1 

1 

1 


line a -f b: as it is 
line c + d: as desirable 

pig. 9-2. Participation Scale 

This scale places a stress on who makes the proposal, rather than who 
takes the final decision. It does not, for example, have a scoring possibility 
for ‘proposal made by me, decision made by higher management’. 
Although this is often the formal procedure, the practical impact of this 
situation depends fully on whether higher management usually accepts 
proposals without change or not. Even if proposals are changed, the 
proposer has a lead. Interviewees were invited to score on the scales 
as the process really functioned , not as it was designed formally. 8 
On scales a and b the actual roles of interviewee and budgets or standards 
department staff were scored, and on scales c and d the roles the inter- 

5 Although the scale was designed to be scored by the interviewees rather than by the 
interviewer, especially in cases where the interviewees’ role in the standard-setting 
process was slight, it proved a difficult and time-consuming task for them to understand 
the scale and score. Therefore, if such a situation could be expected, the interviewee was 
only asked to describe his role in the standard-setting process verbally, and the scoring 
was done by the interviewer. 


179 



viewee considered desirable. The scores for the staff role were only used 
to check whether the scale was well understood; there obviously must 
exist a balance between the roles of the interviewee, his superiors (not 
rated) and the staff. 

The following quotations can illustrate the various line roles on the 
participation scale: 

8. For supplies they just take the figures we quote’. 

7. ‘I do the budgeting myself. Wages, tools, everything. I’m doing it for 

the fifth time now. Up till now I’ve always got approval’. 

6. ‘I don’t have much trouble with the budget. I make it myself, but the 
controller exerts a lot of pressure in the subsequent discussions’. 

5. ‘The budgets are made most often in a joint effort by my colleagues 
and me. We get some instruction how to calculate for example labor 
cost increases. Also, which items we have to budget ourselves and 
which not. Then we hand them in, and get them back three or four 
times. Most often they’ve made streaks in them, indications where 
we have got to economize. Sometimes they’re just cut and imposed, 
we ve got to accept that’. 

4. We are consulted throughout’. ‘We can change the standards if 
we don’t agree with them’. 

3. ‘If I do not agree with the standards they are applied all the same’. 

2. ‘The figures are explained to us. Personally, I do not desire another 
role’. 

1. ’I couldn’t tell you exactly who sets the objectives, somebody in the 
plant or somebody in the head office’. 

Comparison between scales c and a in fig. 9-2 showed whether more 
participation was desired. Some quotations from interviews with line 
managers where this was the case: 

‘The objectives are set from past years’ data; the budget people make a 
proposal. What I don’t like about it is that they have a couple of months 
to prepare their proposals, and they want us to decide in one day’. 

Reject percentages are taken from the other plant. Our opinion is not 
asked. I don’t agree with that. If the materials are bad, how can we 
avoid rejects ?’ 

I definitely think I ought to be consulted when materials standards are 
set. It’s quite possible there are changes in production methods which 
they do not take account of now’. 
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‘I would like to join the standard-setting team. We foremen usually 
know more details than our boss.’ 

Some quotations from interviews with line managers of cases where 
more participation was considered unnecessary: 

‘I think they ought to play a tight game. Somebody must coordinate: 
the boss and the specialist. Just those two, no need to consult with the 
foremen . 


‘I wouldn’t like another role myself. I don’t know if the roles are well 
divided at the higher levels, but basically I think it is OK that objectives 
are set from above’. 

Personally, I don’t claim a role in setting the budget. Maybe I’m 
wrong, but I ve got a job to do which keeps me busy enough not to 
bother about other things’. 

‘I do not think it should be different. As a foreman I don’t need to do the 
work study engineer’s job’. 


The effect of participation on motivation 


When I collected the scores of my line interviewees on the participation 
scales, it became evident that participation in the setting of financial 
standards (budgets) was much less general for first-line managers than 
for second and higher-level managers. On the other hand, participation 
m the setting of technical (non-financial) standards was fairly evenly 
distributed over all levels of management. This is illustrated by fig. 9 - 3 .« 
I therefore decided to analyze the effects on motivation of ‘budget 
participation’ and ‘technical standard participation’ separately 
My hypothesis when I set up the research project was that higher partici¬ 
pation. leads to higher motivation to fulfill the standards . As is shown in the 
statistical section at the end of this chapter, I found significant correlations 
o budget participation (the scores of the interviewees on the participation 
scale) and all four measures of budget motivation: two measures of 
relevance and two measures of attitude. For the case of participation 
m the setting of financial standards my hypothesis ‘higher participation 
leads to higher motivation’ is thus confirmed. Of all variables studied, 
budget participation is the one with the strongest effect on all measures 


° ™- 7 wic scurc IS Shown mat represents the ‘typical’ case n< 

an average as this would be meaningless on an ordinal scale like the participation seal 
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Budget Setting Process 




Technical Standard Setting Process 


Second Level 
Managers 


A 


Dl 

D2 

E 

B 

C 


A = ALPHABET, B = BUROMAT, C 
For the meaning of the participation scores see fig. 9-2 


COMBITEX, D = DYNAMO, E — EPICURE 



FIG. 9-3. Typical Scores on Participation Scales for the Six Plants 


of motivation. For participation in the setting of technical, non-fmancial 
standards the picture is different. No correlations with budget motivation 
were found. Although technical standards are essential components for 
a budget system, those who participated in their setting will not auto¬ 
matically be motivated to try to fulfill the budget. 

To get an overall picture of the effects of participation we have to go to 
the factor analysis results (fig. 7 -l). It appears that budget participation 
(variable 29) has a loading of o, 37 on factor 4 ‘cost-conscious boss This 
factor is strongly influenced by the buromat data, which are collected 
in a case study on page 192. In short, factor 4 shows us a situation where 
there is high budget participation and high budget relevance, but also 




high pressure from above for results. The next highest loadings for 
‘budget participation’ are below the 0,35 limit; they are on factor 5 
i ‘cost-conscious self’ (0,31) and on factor 1 ‘independence’ (0,28). The 
‘cost-conscious self’ factor accounts for high budget relevance without 
5 pressure; it is the ‘game’ factor, which will be analyzed in more detail 
in chapter 12. The ‘independence 5 factor accounts for favorable attitudes 
) towards the system; I will devote a special section of this chapter to it 
i below. 

We can conclude from the above that budget participation leads to 
higher motivation, but that in this process many other aspects are also 
important, and will determine what kind of motivation people will feel. 
Technical standard participation (variable 31) does not show any loadings 
on the same factors as budget participation. It has a loading of 0,37 on 
factor 8: ‘self-satisfaction’. This is the factor of those who rate their 
own performance high, and are considered by their boss as more able. 
It appears that these people feel they are consulted more than others in 
the setting of technical standards. There are no motivational variables 
related to factor 8. 

The influence of external reference points for standards 

We have now tested the main relationship shown in fig. 9-1 (model B): 
the influence of participation on relevance and attitude. The model also 
shows ‘external reference points’ as influencing the relevance of standards. 
External reference points guarantee that the participation process does 
not lead to low performance because of loose standards. From a point 
of view of motivation, they may have the positive effect of making 
standards more valid checkpoints for achievement (point f, p. 176). 
However, external reference points must be seen by the budgetee as 
valid for his situation. An example of valid external reference points can 
be found in the dynamo case study in chapter 8. To dynamo 2 budgetees, 
the fact that they knew that standards were based on dynamo i achieve¬ 
ments made these standards valid and relevant, even though they had 
participated little in setting hem. I have not been able to quantify the 
impact of external reference points on standards in the six plants. Only 
! rarely is the source of standards so clear as in the dynamo case. Most 
! often external and internal souices are mixed inextricably. 
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The meaning of external reference points to interviewees can best be 
illustrated by quotations: 

The positive effect of standard-setting depends on the number of 
measurable versus non-measurable factors in the line department’ (staff 
interviewee). 

‘The impact is strongest for machine-tied standards, when people know 
exactly what is expected from them. Where standards are well known, 
not only by one man but by everybody. Standards that are best measur¬ 
able and visible are the best incentives’ (staff interviewee). 

The role of the specialist in standard-setting: 

‘I cannot but be happy with my role in standard setting. Otherwise, 
I’ll have to do time- and motion studies myself. I’m just dependent on 
the specialists’ (second-line-manager). 

The standards are quite fair. Two weeks ago the work study man 
explained them to us, they’ve taken account of everything. Some time 
\ago we had a dispute with the work study department. Then we timed 
the job ourselves. Our times were tighter than theirs’ (first-line-manager). 
The standards are most often too tight. Those fellows are too theoreti¬ 
cal. I’ve asked the engineer to check them. One has to be a Fred Kaps 7 
to do those calculations’ (first-line-manager). 

Sources of standards outside the plant: 

‘Those standards are data from a similar plant. What another plant can 
do, we can-do too. That’s how I see it’ (first-line-manager). 

‘The standards are set after the situation in another plant with larger lot 
sizes and other tooling. I’ve been busy showing them that those standards 
don’t apply for us. I’m working with the work study engineer to make 
better ones. Kind of a hobby of mine’ (first-line-manager). 

For product B the standards are just pressed upon us because of compe¬ 
tition’s selling price’ (first-line-manager). 

‘Quality standards are based on customer demands. They’re quite tight. 
If we could set them somewhat looser we would work easier. But that is 
just our point of view, of course the customer is right’ (second-line- 
manager). 

From these quotations, it is clear that external reference points can have 
a very real meaning to budgetees, but they can also be rejected. 


7 A well-known Dutch illusionist. 
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i 

3 

I 

i 

t In the statistical analysis I have used as variable 3 3 the scores on the attitude 
J survey item ‘Budgets are set here without taking sufficient account of my 
department’s special problems’. This tells whether a budget is seen as 
‘legitimate’. Answer scores on this item (scored positively) show a 
significant correlation with both measures of budget attitude, variables 
19 and 20 (0,24* in both cases); not with budget relevance. So if external 
reference points are rejected, the attitude component of motivation will 
’suffer. Legitimacy of the budget is a ‘hygienic’ factor in motivation. 

The participation-authority mix 

Model B in fig. 9-1 shows ‘authority of persons higher in the hierarchy’ 

, as another input which will influence the relevance and attitude. If 
there is less participation, the role of authority in standard-setting will 
generally be heavier. Now it may depend on the people involved which 
, situation they prefer. After the pilot study in the dynamo plants, I was 
’ struck by the difference in desire for participation between the dynamo i 
foremen and the dynamo 2 foremen (compare the case study in chapter 8). 
s I realized, that there would probably be a difference in authoritarianism 
, between those two groups, and, following Vroom (1959, p. 327), I 
hypothesized that this would be a conditioning factor in the relationship 
between participation and motivation. For the other four plants, non- 
I authoritarianism was then measured through attitude survey items in the 
; small attitude survey administered at the end of the interviews. The 
method of measuring it is explained in the statistical section on p. 196. 

\ Scores of interviewees on ‘non-authoritarianism’ are used as variable no. 
59 in the correlation and factor analysis. 

An alternative hypothesis is that hierarchical level (variable no. 1) is a 
conditioning factor in the relationship between participation and moti¬ 
vation; for instance because first-line managers do not think it their 
legitimate role to have a say in standards. This hypothesis is difficult to 
separate from the previous one, as hierarchical level and non-authoritaria¬ 
nism appear to be significantly inter correlated (r = 0,42***). This can also 
be seen in fig. 9-4, where average scores for ‘non-authoritarianism’ are 
shown per subgroup, including staff subgroups. The higher-level mana¬ 
gers and the staff score higher throughout than the first-line managers. 
Besides, staff scores vary less from plant to plant than line management 





PLANT 

Average ‘non- 

-authoritarianism’ score (59) for: 

higher-level 

managers 

first-line 

managers 

staff interviewees 

ALPHABET 

11.2 

8.6 

12.2 

BUROMAT 

13.0 

11.6 

12.6 

COMBITEX 

15-3 

10.8 

12.3 

EPICURE 

10.5 

9-0 

11.4 

TOTAL 4 PLANTS 

12.7 

IO.I 

12.2 


Differences between higher-level and first-line managers and between staff and first-line 
managers, tested sith Wilcoxon’s test, one-tailed, are both significant at 0.0005-level. 

20 = maximal non-authoritarianism 4 = minimal non-authoritarianism 

fig. 9-4. Average ‘Non-Authoritatianisin’ Scores for Subgroups 


scores: there seems to be more of a ‘standard staff attitude’ than a ‘stan¬ 
dard line attitude’ in this respect. See chapter 1 r. It is tempting to specu¬ 
late about causality in the case of the correlation between hierarchical 
level and non-authoritarianism. Do people get less authoritarian and 
more independence-oriented when they are in a higher-level job, or 
are the selection criteria for higher level jobs such that less authoritarian 
people are preferred? An interesting case are the buromat foremen, 
who are the least authoritarian (although the difference between them and 
the other foremen in non-authoritarianism is not significant), and are 
also the only foremen who participate actively in setting their budgets 
(fig. 9-3). 

The most plausible assumption is that there is something in the psycho¬ 
logical climate or subculture of a company which leads to both attracting 
people with certain characteristics for certain jobs, and moulds them to 
adopt these characteristics still more once they are in their jobs. 8 
‘Non-authoritarianism’ appears in the factor analysis of line data (fig. 7-1) 


8 . Cassee (1965) has published data about hospitals showing that here first-line manage¬ 
ment shows stronger task-oriented leadership while higher-level management leadership 
is more employee-centered, emotionally balanced and open to change. Crozier (1965) 
has shown that in a bank organization the preference for authoritarian superiors in¬ 
creased down the hierarchy. 



with a high loading (0,71) on factor no. 1, which is called independence . 
Not surprisingly, also ‘hierarchical level* loads on this factor. Further- 
more it is the factor of those who dare to give disagreeing answers1 in the 
attitude survey (variable 60, ‘no-yes-men’, see p. 196). They have a 
positive attitude to life in general (var. 58) and to the budget system m 
particular (var. 19 and 20). They have more frequent department meet¬ 
ings and think these are more useful (var. 45). They feel their budget is 
legitimate (‘sufficient account of my department’s special problems, 
var. 33). Finally, as we have seen already, there is some indication that 
ithey participate more in the setting of their budget (a loading of 0,28 of 
I var. 29). To interpret this factor I assume higher hierarchical level to be 
-an important cause, which brings along more non-authoritariamsm . 
However, department meetings (meetings of the boss with his subordi¬ 
nates as a group) help to mould people in this direction, and this works 
also for lower-level management. It looks like these people have learned 
to use standards and therefore have begun to like them It is rather 
significant that they are at the same time those who are less impressed 
by authority. Standards as objective yardsticks replace to some extent 
subjective and arbitrary authority in managing the job. 

As the statistical analysis on page 197 shows, the influence of non- 
authoritarianism* on the relationship between participation in budget¬ 
setting and motivation, as it appears from my data, offers some surprises. 
My expectation was that for non-authoritarians the positive correlation 
between participation and motivation would be stronger than for 
authoritarians. The data show that this tends to be true for budget 
relevance, but that exactly the opposite is true for budget attitude: here, 
the correlation between participation and positive attitudes exists only 
for the authoritarians, not for the non-authoritarians. 

The explanation of this unexpected result can be found by analyzing 
individual cases. It then appears that in plants where there are more 
non-authoritarians, people have positive attitudes throughout, whether 
they participate in their budget or not. They are basically positive to 
the idea of using standards, instead of more arbitrary ways of managing. 
They see standards as tools which make their managerial task lighter. 
I can use them so well downward in the organization (second-line 
manager). ‘Standards can be passed on. Together with our subordinates 
we can say: this is our task’ (first-line manager). The only effect of 
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participation to these people is that it makes the standards much more 
relevant to them. On the other hand, in plants where are more authori- 
tanans peopk are often initially somewhat hostile to the idea of using 

IctivTly * “ ra “ aging to ° ls; they under «° *«n passively instead of 

standards ^ ^ make lny job beavier ’ (second-line 

Their use of standards downward is also different: 

‘My task is heavier through the standards. I have to supervise more 
closely, to use the whip more’ (first-line manager). 

When these people participate in setting their budget, they learn to work 
with standards in a different way and their hostility disappears. The 
standards also become more relevant to them, but to a lesser extent than 
is the case for the non-authoritarians. 










e desire for more participation can be read from people’s scores on the 
participation scale (fig. 9-2, by comparing the scores on fine c and line a).. 

e must agam distinguish between budget participation and technical 
standard participation. One would suppose that those who do not 

TnotTb' 6 mU T “u budget - settin S desire to participate more, but this 
not the case. To be more precise, it is not the case in general, when we 

look at al six plants simultaneously. Within the subgroup of each, 
hierarchical level in each plant, we do find this supposed relationship- 
ow participation in budget-settihg leads to a desire for more, but the 
level of pamcipation that is desirable varies strongly from subgroup to 
su group irst-hne managers for example, who are in most cases not : 
accustomed to participate in budget-setting, seldom desire it. 

la f k of deslre f ° r , more Participation in budget-setting does not 
mean that once people do participate, this does not motivate them. We 
have already seen that it does. Only, as proposed on page 176 point d, 
participation cannot be incidental: an experience of successful partici¬ 
pation has to be built up. It is not surprising, therefore, that for partici- 
pa ion in technical standard-setting there does exist a strong tendency for 
those who do not participate to desire participation. In this case, there 
is a commonly accepted norm that a manager, also a first-line manager 
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should have a say in Ids standards. Compare also the buromat case 

study later on in this chapter. ... 

The factor analysis shows that a desire for more budget participation 
(var. 30) is found to some extent (loading 0,28) in the job rotation 
situation (factor 6). The younger people who are newer in their jobs 
tend to desire more budget participation: the norm of what amount ot 
participation is desirable may shift for the next generation. 

This brings us to the question: 

Who should participate in budget setting? 

Fig. 9-3 has illustrated the common practice not to give first-line managers 
' a role in budget setting, to which only buromat does not adhere. Who 
■ should participate in setting a budget? In chapter 2, dealing with manage¬ 
ment information systems, I have stated the logical proposition that 
’ decisions have to be taken at the level where the outcome can best 
’ influenced. In this study I have tried to measure the degree to which 
the outcome can be influenced by ‘operational control’. Now operational 
control tends to be higher at the lower management levels. In my data, 

1 this can be demonstrated by the fact that variables 1: hierarchical level, 

‘ and 40: perceived operational control are significantly negatively 
’ correlated: r = —0.28**) This means that probably in many cases the 
main participation in budget setting could fruitfully be lowered to the first line of 

To get full participation (for example score 5 on the participation scale) 
for first-line managers, the accounting system must be designed such that 
each department run by a first-line manager becomes an expense center, 
if not a profit center (p. 30). This is not always possible, for example 
when first-line managers work in shifts and shift results are not separately 
measurable. Then the lowest superior multiple shift supervisor is the 
natural budget participant, but he must pay a lot of attention to communi¬ 
cating with his shift foremen; the crucial parts of the budget probably have 
! to be set in a joint meeting with the shift foremen. 

: In some cases the decisions that affect outcomes are made at higher 
' management levels. For example, I have seen a case were several depart- 
mcnts were linked by the same conveyor belt which dictated production 
speed. Here only the superior supervising the total unit could be the chief 





participant in production volume budgeting, but in this case, too, he 
should consult with his subordinates. 


The game of standard setting 

All of the foregoing analyses miss the flavor of the standard-setting 
process m one important area: the game aspect. If budgeting is a game 
it is a game in two phases, not unlike bridge. First comes the bidding- 
the standard-setting process. Then comes the actual playing: trying to 

accomplish the bid. The game aspect of standard setting can be illustrated 
with many quotations: 

‘It is a game. We tighten up the proposed standards beforehand and then 
we drop some of it md so does the line manager. It’s quite passionate 

interviewee)^"* ” 3 fnendly way ' Its the greatest fun of m V job’ (staff 

It s a kind of a bargain The budget man is in it and sometimes my boss 
too. It s quite a sport that way’ (second-line manager). 

To set the standard for the number of workers we have quite a discussion 
wtth the line. It s a game, defense and attack, to find the right standard 
level (staff mterviewee). 

‘I’m planning to save one man each shift. You won’t show this to the 
controllers department, will you? We had quite a fight about the 
standard last year, but I’ve still been able to win. If I give in myself I’m 
done tor (second-line manager). 

We romp around with several people about materials and number of 
people and reject percentages before. Then we propose a standard and 
the line manager checks it. We usually have a fight about the waste 
percentage (staff mterviewee). 

"They proposed 81 people. Pending the meeting I’ve brought it to 86. 
The way it works is not quite all right, it’s not my ideal. I’m the real 
producer, am I not ? They always come with a fully documented proposal 
and with umted efforts. It’s a strong front against me; I’m always a 
minority. I want a role in the proposing phase’ (second-line manager). 
The extremely favorable variances show us where we’ve been deceived’ 
(staff mterviewee). 

‘When we have developed a more efficient way of packaging we only 
introduce it after the new budget has been set’ (second-line manager). 
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buromat plant management is cost conscious and so is the head office 
management to which the plant manager reports, buromat manage¬ 
ment believes in the responsibility of the line manager and this induces 
them to consider the forepien as members of the management team to a 
greater extent than is generally the case in the Netherlands. The foremen 
also consider themselves as members of the management team. This is 
shown by their scores on the Control Graph (Appendix A, fig. A-2B). 
While in other plants first-line managers produce rather flat Control 
j Graphs which indicate a ‘worker’s attitude’, the Graphs for buromat 
1 foremen are much steeper and very similar to those of higher-level 
management in the other plants. A consequence of their belonging to 
the management team is daat buromat foremen each have their own ex¬ 
pense budget: the accounting system is designed to accomplish this. The 
budget setting game is played consistently with the foremen; their 
bosses have a coordinating and supporting role. 

‘We must make a budget each year. Some data are given: what is the 
cost of a kilowatt? What is the new man hour rate? What percent 
; increase in social security? When we’ve made it we take it to the 
, department manager’. ? 

‘The department manager discusses my proposal with me, where it s 
too high, where too low. He then takes it to the plant controller’ (fore¬ 
man). 

The budget is taken very serious at buromat. Among other things, 
people believe budget performance has a considerable influence on total 
; job appraisal. Budget discussions are held in an atmosphere of grim 
earnestness and pressure : there is no play element. This pressure is con- 
! siderably reinforced by the attitude of the budget staffi The buromat 
budget staff has a big finger in the pie and although it formally does not 
propose budgets, it uses its power in a way that is not accepted by every¬ 
body and considered rather arbitrary: 

) ‘I prefer a tight standard. There’s more push in it’. 

‘Of course standards must be tight. They must have an element of 
■ coercion’ (buromat budget staff interviewees). 

‘We put the various items in the budget. Then we discuss it. You 
probably can imagine how such meetings with budget people go. Then 
they cut the budgets without consultation’ (second-line manager). 
‘Some items are cut drastically, others they just leave untouched. Some- 
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times I ve been told: please make a new budget, you’re too high’. If it 
is very clear it is impossible to do with less, they accept. It is somewhat 
puzzling what criteria they use’. 

I have the experience that my budget is usually cut by io percent. 
Therefore, if I ve made a realistic budget, I increase it by io percent. The 
system is OK except for those io percent cut’. 

‘If you can’t make it, the best thing is to surpass the budget drastically; 
that will show those guys that they won’t get the economies they want 
anyhow’. 

I think the system is OK. That’s the way it’s done everywhere. It’s 
obvious they have to set a standard, and for budgetary reasons it is better 
they make it fairly tight’. 

We make the budget ourselves, but sometimes we’re given an instruction 
that we have to stay io percent lower than last year. When the budget 
people get it they start discussing it with us but sometimes then they 
just cut it without consulting us. Yet I think the budgets are set in a 
realistic way: Everybody can voice his opinion. It’s quite instructive’. 
‘Consultation is OK, but I object against the way they do it. If we insist 
a lower budget is not justified, they must accept it’. 

’I will never accept that they sometimes strike out parts of the budget 
without discussion. I think that’s wrong’ (line interviewees). 
buromat managers ask for a different staff role: they want more support 
in setting the budget: 

‘Wanted: More contact with the budget staff when we make the propo¬ 
sal; more two-way communication of exact data’. 

‘Making this budget gets on your nerves; the time is always too short’. 
‘The way we support each other as colleagues is OK. But I would like 
more contact with the accounting department in making the budget, 
because we’re technicians’ (line interviewees). 

From these quotations it will be clear that the budgets thus set are not 
always met, but as the staff in this case does use different standards for 
measuring and planning, the overall planning budget is usually realized. 

A special case are the technical standards of buromat. A few years ago, 
production has switched to new products for which standards like direct 
labor hours and rework percentages were set in the parent plant. How¬ 
ever, as conditions in the satellite plant - like lot sizes and tooling - are 
different, these standards were not immediately valid; they were not 
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accepted by line management either. For lack of time, estimated objec¬ 
tives have been set by higher authority, without consulting the lower 
levels of management. 

‘They just set the objective we have to comply with. There is hardly any 
possibility to change them. Up till now this system was OK, because 
the objectives set could be met. For next year we’re in trouble’. 

‘They won’t change the standards once they are set. But if they wanted 
to do it another way, they would need quite a crew of work study 
engineers’ (line interviewees). 

Technical standard setting in buromat, therefore, has been using only 
the ‘external reference points’ and ‘authority of persons higher in the 
hierarchy’ sources drawn in fig. 9-1. It has used hardly any participation. 
This contrasts strongly with the situation for the expense budgets, where 
participation is used throughout, buromat management has realized 
the undesirability of this situation, and a strong effort was made to 
overcome the shortage of good standards. ^iVhen the interviews were 
held, several departments had already been reached: 

‘The engineers supply the times and I supply the practical data. It’s a 
matter of cooperation. It is OK now. It used to be different’. 
‘Consultation with the work study engineer is OK now. Formerly we 
didn’t have that’ (line interviewees). 

The basic weaknesses of the total standard setting process at buromat as 
pictured here are its lack of accepted external reference points for 
standards, its lack of play, and its ill-understood staff role, buromat is 
the plant where the feeling of pressure is highest. The basic strengths 
of the buromat system are the cost-consciousness of its management 
and the active role of the foremen in budgeting. The buromat case can 
also serve as an illustration of the effects of the staff attitude and the boss’ 
attitude which will be described in the chapters n and 12. 

Statistical analysis of data used in Chapter 9 
The variables to be considered 

The main variables in this chapter are (see Appendix E 2): 

29. Budget participation, that is own estimate of maximum role in budget setting 
process (‘maximum’ referring to the measurable dimension for which participation 
was highest). 

30. Discrepancy between desired and actual role in budget setting process. 
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31. Technical standard participation, that is own estimate of maximum role in non- 
financial (technical) standard setting process. 

32. Discrepancy between desired and actual role in technical standard setting process. 
The participation scores (29 and 31) are derived from line ‘a’ in the participation scale 
(fig. 9-2). 

The scores for ‘discrepancy between desired and actual role’ (30 and 32) are derived 
from the positive differences between the score on line ‘c’ and the score on line ‘a . 

Other variables to be considered: 

33. Perception of legitimacy of the budget, measured by attitude survey item: Budgets 
are set here without taking sufficient account of my department s special problems . 

59. Interviewee’s non-authoritarianism index, as an average score on four attitude 
survey items: 

‘A clear order is better than consultation’ (Appendix D 5 no. 21). 

‘Young people sometimes get rebellious ideas, but as they grow older they ought to get 
over them and settle down’ (24). 

‘Subordinates ought to accept their boss’ decisions without reserve’ (31). 

‘People can be divided into two distinct classes, the weak and the strong (34). 

The ’non-authoritarianism index’ needs some more explanation. Attitude survey 
items 24 and 34 are borrowed from the third F-scale by Adorno (1950, P- 252 ff.). 
No. 21 and 31 were designed by me. The attitude surveys I used included two other 

F—scale items: 

‘Obedience and respect for authority are the most important virtues children should 
learn’. (Appendix D 5, no. 14). 

‘If people would talk less and work more, everybody would be better ofl ( 39 )- 
On the basis of the first statistical exploration using subgroup average scores the numbers 
21, 24, 31 and 34 were selected to compose the index as having the highest intercorre¬ 
lations The correlation calculation on the full data showed afterwards that excluding 
no. 21 and including no. 14 would have been slightly better. The 6 intercorrelations 
would have been between r = 0.19* and 0.37***. In the four items actually selected, 
they are between r = 0.16 - nearly significant - and r = 0.36***). No. 39 shows low 
correlations throughout. 

A drawback of the F-scale, and of my additions as well, is that all items are stated 
negatively. As a check, I have scored: 

60. ‘Yes-men-index’, that is simply theaotal number of ‘always’ or ‘mostly’ answers 
in the attitude survey out of a total of 40 items (Appendix D 3). Indeed, the ‘y e ™n- 
index’ and the ‘non-authoritarianism index’ are highly correlated. r 59 / e0 . - 0.59 
So when rephrasing the F-scale items in the positive sense one will get quite different 
results. With the existing negative statements, the yes-men-effect reinforces the differ¬ 
ences in F-scale scores. 


Relationships between variables 

Fig. 9-5 shows correlations of budget motivation and job satisfaction with participation. 
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Variables: 

correlations with 

29 

budget 

participation 

3 i 

technical standards 
participation 

17 

Relevance (impression) 

o,56***(o.30*) 

p 

0 

Q 

00 

18 

Relevance (questions) 

0.34** (0.22*) 

-o.os(-o. 33 *) 

19 

Attitude (impression) 

0.28** (0.22*) 

-o.o7(-o.oi) 

20 

Attitude (questions) 

0.29** (0.12) 

-o.i8(-o.o6) 

53 

Job Satisfaction 

-0.13(0.09) 

o.30*(o.i3) 

54 

Absence of pressure 

-0.17(0.15) 

0.06(0,00) 


Figures between brackets are correlations wiuun w , 

* significant at 0.05 level, ** significant at 0.005 level, *** significant a, 0.0005 level 
fig. 9-5. Correlations of Participation with Budget Motivation and Job Satisfaction 
The conclusion is a positive effect of budget participation throughout and no effect 

! with budget motivation ; 
: 17 relevance (impression) r„,„ = 0.11 t 9 attitude (impression) r„,i, “ 

,8 relevance (questions) r sa , ls = -o.n 20 attitude (question) r as , t „ - 0.24 

Only attitudes are affected by the degree of legitimacy of the budget, not relevance. 

Fig. 9-6 tests the influence of non-authoritarianism (variable 59) as a condtttomng factor 
on the correlations between budget participation and motivation. 


Variables: 

correlations with variable 29: budget participation, for 

18 interviewees 
with lowest non¬ 
authoritarianism 

21 interviewees 
with average non¬ 
authoritarianism 

23 interviewees 
with highest non¬ 
authoritarianism 

17 

Relevance (impr.) 

0 . 47 * 

0.64** 

0.76 *** 

18 

Relevance (quests.) 

0.33 

0.47* 

0-33 

19 

Attitude (impress.) 

0.40 

0.36* 

0.15 

20 

Attitude (quests.) 

0.58* 

0.20 

-0.03 

^ _1_1 


hg. 9-6. The Influence of Non-Authoritarianism on Correlations between Budget 
Participation and Budget Motivation. 
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^expectation is that the correlations will be stronger for those with the highest non- 
authontariamsm scores. Fig. 9-6 shows that this expectation is confirmed for the im 
presston measure of relevance. The difference between the firs, andTrd o^da^ 

vanfe^^ °'°u C °” fidence leveL The eff '« dw questions measure of rele¬ 
vance ambiguous; but both attitude measures show clearly the opposite tendency 

nte^weT^Tff ^'T*" “ stron ^ for the more authoritarian 

interviewees. The difference between the first and third correlation for the question 
measure of attitude is significant at the 0.02 confidence level. q 

Finally, we have to test whether low participation leads to a desire for more. That is 

and Tr P ” tlClp , at, ° n) 15 negatively correlated with 30 (role discrepancy),' 

We find Same ^ (techntcal standard participation). 

budget participation: r„,, 0 = -o.o 5 (-o. 2S *) 

technical standard participation: r 31>32 = -0.63***(-0.38**) 

Figures between brackets are again within-subgroup correlations. 

For budget participation, the relationship between low participation and a desire for 

thr^rtotlll SUb8rOUPS - FOr Standard 



CHAPTER 10 

MANAGEMENT INFORMATION AND ACCOUNTING 
TECHNIQUES 


J Summary of this Chapter 

There is a regular flow of written information within every budget system. This 
has been one of the objects of an earlier study by Simon et al. The conclusions 
of this earlier study deal with the use of figures by line management. They also 
deal with decentralization of account structures. My results confirm Simon s 
results about the importance of person-to-person relationships for the use of 
figures , but more of the relationships within the line than of those between staff 
and line. My study also confirms the importance of decentralization of account 
structures. It investigates the practical advantages and disadvantages of ‘full 
profit centers* vs. ‘expense centers’, and the importance of the choice of the 
types of budget and cost variances that are reported. 

Feedback information can be classified along different lines; two such classifi¬ 
cations are given. Actual knowledge of figures by line interviewees was measured 
and their scores can be shown to be correlated with other aspects of the budget 
system. The people who are more recent in their job and younger have the 
best ready knowledge of performance and standards data. There appears to be 
much over-information in actual practice, which diminishes the impact of more 
important data. The question of whether foremen should receive financial 
information is considered. Finally , this chapter shows what was found with 
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r mrd‘o the accuracy, understandability and timeliness of feedback information. 
All these factors can, if missing, spoil an information system, but on'y the 
person-to-person communication that goes with it can make it succeed. 

The Simon study of controller’s departments 

A budget system causes a flow of written information: measurement data 
from line departments to staff departments, and variance reports from 
staff departments to line departments. We have met this information 
ow m chapter 2 among the key issues in the Accounting Theory of 
-Budgets. The part of chapter 3 mostly concerned with it is the section 
about knowledge of results’ (p. 63), where it is shown how receiving 
information about one’s results can be an important instrument for 
motivation. Finally in chapter 4 the written information flow is shown 
in the models as an essential part of the system. 

From an accounting point of view there are many ways to design a 
budget system and to deal with the written information in it. Part of this is 
ot no interest to the non-accountant, but part of it will directly influence 
the effectiveness of the total budget system. Which aspects of the written 
information flow within a budget system influence its effectiveness? 

In the past to my knowledge one serious attempt has been made 
to evaluate budget systems systematically in this light. It is the 
U.b. Controllership Foundation Study ‘Centralization vs. Decentrali¬ 
zation in Organizing the Controller’s Department’ (1954), which was 
already mentioned m chapter 3. Researchers were Simon, Guetzkow, 
Kozmetsky and Tyndall, from the Graduate School of Industrial Ad¬ 
ministration, Carnegie Institute of Technology, Pittsburgh. I will ~ 
shorten the references to this study to ‘the Simon study’. 

The Simon study used open-ended interviews with over 400 line and 
staff managers in manufacturing, sales and staff departments in 7 different 
companies. It wanted to evaluate the issue of the organization of the 
Controller s Department against its impact on the enterprise’s profitabili¬ 
ty; and this final yardstick being too far away, it used as direct criteria 
to evaluate the effectiveness of controller’s departments: 

1. The extent to which the controller’s department provides informatio¬ 
nal services of high quality; 

2. The extent to which it performs these services at a minimum cost; 
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3. The extent to which it facilitates the long-range development of 
competent accounting and operating executives. 

Measuring against these criteria the researchers came with a number of 
conclusions and recommendations. Those which refer to written in 
formation systems are interpreted freely below; other conclusions from 
the Simon study will be quoted in chapter n (staff-lme-commum- 
cation). 

The conclusions of the Simon study relevant to this chapter were: 

1. Direct and active channels of person-to-person communication 
between staff and line are more important for management s use of 

figures than the way the figures themselves are presented. 

2. It is highly desirable that account structures are decentralized to 
individual manufacturing and sales units. 

3. This decentralization need not go so far, however, as to make separate 
profit-and-loss statements for each of these units. 

4. Accessibility and reliability of source records are the decisive factors in 
deciding upon the geographic decentralization of the controller s 
department. 


The importance of interpersonal communication for the use of periodic 
accounting reports 

Most people are poor readers. Written communication is therefore not a 

very effective way of transferring a message, if we leave the legal aspect 
out of consideration. In a small experiment in a Dutch company, Naus 
(1963) showed how poorly for example bulletin board messages came 
; through to the people at whom they were directed. The effectiveness 
of written communication depends strongly upon the additional oral 
communication which goes with it. 

In the factor analysis (fig. 7-1) it appeared that ‘information (reports) 
sufficiently understandable’ (var. 40) had a loading of 0,42 on factor 3: 
“Upward communication’. This same factor represents a favorable 
opinion of staff behavior. All this suggests that it is the possibility of a 
free person-to-person communication with the boss and with the staff 
which makes the written information understandable. For example, 
i the subordinate must be able to ask questions. The staff must receive 
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feedback on its reports. ‘When I receive the budget variance report I 
take it immediately to the controller. He must explain to me whr for 
example my maintenance expenses are so high and my supplies exaenses 
so low (third-lme-manager). 

The reports are OK; if not, we ask questions’ (first-line-managerj. 

The objective of the periodic reports is not only that they are understood, 
but also that they are used. As the correlation analysis on page » 7 shows, 
ttiere is very little correlation between ‘reports understandable’ (var 50) 
and budget relevance (var. 17-18) as part of motivation. Relevance, by 
its definition on page 45, should indicate to what extent the figures are 
used. It is not just understanding the figures which makes for an effective 
use of them. There is some correlation between understandability and 
attitude, indicating that understandability of reports is a hygienic factor in a 
budget system. 

hi the six plants there were tremendous differences in the way people 
used (or did not use) periodic reports: 

Yes, I got that report; I put it in my drawer’ (second-line-manager) 

} ve seen it but not yet studied it’ (second-line-manager). 

I don’t know what the plant manager does with these figures; I never 
hear anything about it’ (staff interviewee). 

‘When the budget variance report arrives I mark the interesting data 
With a red pencil; then I send them to the foremen, who must give an 
explanation within a week’ (second-line-manager). 

I pass the report on to the foremen with a number of questions 011 a 
slip of paper. They take it to the budget accountant to find out where 
t e figures come from (second-line-manager). 

‘We mostly know the results a few days before they are published. 
Around the 4th to 7 th of the new month I walk into the accounting 
department. I can then make some occasional remarks to the plant 
manager about our budget gains and losses before he sees them on paper’ 
(second-line-manager). 

I get the information myself in the controller’s department. I mostly 
know it earlier than my boss’ (first-line-manager). 

Although none of these remarks identifies any precise action taken, the 
fatter ones at least indicate interest in and discussion of the figures, which 
is about the maximum one can expect. I have no examples of actions 
that are directly triggered by figures in periodic reports. The reality in 
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a plant is mostly too complicated for that: there are always a number 
of reasons leading to a particular action. 

All in all, there is agreement between this study and the Simon study as 
to the decisive role of person-to-person communication in the process 
of using reported figures. Except that where the Simon study mentions 
just staff-line communication, my data indicate that communication 
between superior and subordinate within the line organization is pro¬ 
bably even more important to the use that is made of the figures. 

The influence of accounting techniques on the impact of the system; decen¬ 
tralization of account structures 

In the six plants I found three issues in the accounting techniques used 
which had an impact upon the effectiveness of the whole budget system, 
i The first two of these were also stressed in the Simon study. The issues 

were: . i 

1. Decentralization of account structures according to the responsibility 
areas of individual managers. 

2. The choice between full profit centers and expense centers. 

3. The choice of the types of budget and cost variances that are reported. 
It appears in the statistical analysis of data that the scores of interviewees 
on the attitude survey item “I know exactly which costs I am responsible 
for* are significantly correlated with budget relevance as well as budget 
attitude (p. 217). The fact that people see their cost responsibility clearly 
defined is an important input into a budget system which affects budget 
motivation. It is even correlated with people s job satisfaction. In the 

= factor analysis (fig. 7-1) ‘knows exactly which costs he is responsible 
for’ is the highest loading variable on factor no. 5 ‘cost-conscious self . 
This factor represents high budget relevance and high job satisfaction, 
and in this case the information reports are also seen as sufficiently under¬ 
standable. There is more in the ‘cost-conscious self’ factor, which has 
i to do with the leadership style; it is not only the clear cost responsibility 
which explains the high job satisfaction. We will meet factoj no. 5 
again in chapter 12. 

‘Knowing exactly which costs one is responsible for’ is also correlated 
with actual knowledge of performance figures and general cost infor¬ 
mation (these variables are explained in the statistical section on page 215). 





It is interesting that understandability of reports in itself is not correlated 
with knowledge of figures. This suggests that only the man who not 
just understands the figures, but also sees his responsibility for them will 
pay enough attention to them to know them by heart. 

Few accountants will deny the importance of following lines of manage¬ 
rial responsibility in their account structure. Yet in my six plants I found 
several cases where responsibilities were not covered fully by accounting 
reports. The reason was either the dynamics of the management struc¬ 
ture which kept changing until the accountant gave up trying to follow 
it, or the more fundamental cause, that in modem business separating 
responsibilities is becoming a more and more difficult task. The in¬ 
creasing dependence of the effectiveness of ‘line’ operations on ‘staff’ 
support leads to a situation where it is very difficult indeed to identify 
what is line and what is ‘staff’, and where responsibilities are just joint 
responsibilities. See also chapter u. To some extent, the ideal of 
responsibility accounting’ becomes more and more difficult to realize. 


Full profit centers versus expense centers 

The second point where accounting techniques have ail impact on the 
effectiveness of the budget system is in the choice between full profit 
centers and expense centers for line departments. The Simon study has 
concluded that either system works, and that there is definitely no reason 
to go over to the often more complicated ‘full profit center’ system. The 
defmitions of these systems are given in chapter 2. Of my five companies, 
three used full profit centers and only two used expense centers for 
their manufacturing departments. In the case of full profit centers, trans¬ 
fer prices between one department and the next obtain a tremendous 
significance. These prices are often felt by line managers as not quite 
real, the U.S. term for it is wooden money’, and in the DYNAMO-plant 
I heard several times: ‘We have to distinguish between real guilders 
and DYNAMO-guilders”. 

Transfer prices are only one of the reasons why systems of full profit 
centers are difficult to understand for line managers. I heard many 
complaints from staff interviewees that the line did not really understand 
as much about the system as they should: 

‘Line management accept whatever we do’. 
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‘I really doubt whether the department managers have a sufficient under¬ 
standing of budgeting and calculating . , , , , 

One of the plants used full profit centers and reported regularly the bud¬ 
get variances, split into volume variances and efficiency + expense 
variances (see p. 31). None of the first and sccond-line-managers whom 
I interviewed, however, was able to explain the difference between these 
two types of variances to me. This means that where full profit centers 
are used, considerable efforts must be spent to educate the line manage¬ 
ment in understanding the system and using the possibilities it offers for 
improved decision-making. 

In the case of expense centers there are other pitfalls. In this case only 
expenses are budgeted per department, and direct production costs are 
controlled by standard cost control. The tendency here is to responsibi¬ 
lity accounting’ (see p. 30), whereby the elements of direct costs which 
can be attributed to a given department, are shown to the manager ot 
, that department, but more often in technical units than m money. The 
drawback of the ‘expense center’ approach is that the department manager 
has no longer one economic objective: maximizing Ins total departmental 
profit, but a number of separate targets, at least two: minimizing direct 
production cost and staying within his expense budget. This may lead 
to conflict situations for the manager and to decisions which are non- 
* optimal from the point of view of the total economic result; for instance, 
in the case where direct production costs could be lowered by purchasing 
better tools, but the cost of these tools would set the expense budget 
off balance. From a motivational point of view, a total departmental 
profit expressed in one money value or percentage offers more challenge 
than a series of sub-targets whose interrelationship is unclear. 

The conclusion is, that if expense centers are used, the system must be 
made sufficiently flexible so that, for example, expense budgets can be 
adjusted or surpassed when this cuts direct costs with a larger amount. 
s Competent staff assistance should be available to solve micro-econornic 
i problems like these in cooperation with line managers. In this case, too, 
an effort at line education is indicated, though of a somewhat different 
nature. Most of all, this system demands an open two-way staff-line 
communication. 
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The types of variances to be reported 

The third issue where accounting techniques have an impact on the 
effectiveness of the system deals with the choice of the types of budget 
and cost variances that are reported. In chapter 2 the differences between 
volume variances efficiency variances, expense variances and accounting 
system variances have been described. Above we met the first- and 
second-hne-managers who were not able to explain the difference between 
volume variances and efficiency + expense variances. Yet, from a 
practical point of view this difference is essential. Taking all six plants 
together, what a Ime manager could do most about in general were his 
ejfictency variances; next came his expense variances. Volume variances 
are often quite uninteresting to the line manager, as he cannot do anything 
about them: it is for example the sales department which determines Iris 
volume of production. Where we have no full profit centers for depart¬ 
ments, volume variances cannot even be computed for departments 
ithout special effort. Yet, as soon as a certain department becomes a 
bottleneck in the manufacturing + sales system, it suddenly acquires a 
tremendous influence on the volume variances of the plant as a whole 
This is a tricky issue in feedback reporting. Accounting system variances, 
finally, are of no interest to the line manager at all. 

With few exceptions, therefore, efficiency variances should be the core of the 
feedback reporting system. In most plants they were. The system must of 
course be built to compute these variances; what difficulties may be 
encountered m doing this, was shown by the alphabet case, alphabet 
like most graphic companies in the Netherlands, is a typical job shop! 
it has many small short-run orders which need many different operations 
each. For this reason most jobs are not costed beforehand, as the clerical 
effort of domg this would be almost more expensive than the job itself. : 

he only preparation given to such jobs is determining their routing 
through operations. The operators register both the type of operation 
one (by a code number) and the time and materials consumed on some 
job document. After completion of the job the standard cost elements 
for the coded operations are compared to the cost actually incurred and 
thus an efficiency percentage is found. The drawback of this system is 
obvious. Effic ency thus defined will seldom improve: the figure can 
improve only by people working harder or cheating more in filling out 
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, their job cards Real efficiency improvements are seldom due to working 

i hatder: th f £y d£ P“ d ° n ***** improvements. In the alphabe^ 
system unfortunately the effect of methods improvements remained 
invisible, as both the standard and the actually incurred cost were 
adapted, alphabet management saw this as a serious shortcoming in 
their cost control system and were looking for a better solution: when 
efficiency improvement is not measurable, there is no ‘knowledge of 
results and less motivation to improve. 


j Classes of feedback information 

i 

' The Slmon s “ dy conclu des that from a management point of view 
accountmg information is used to answer three different kinds of questions 
(Mmon et al. 1954, P- 2, 3) : 

1. Score-card questions: ‘Am I doing well or badly?’ 

2. Attention directing questions: ‘What problems should I look into?’ 

3. Problem-solvmg questions: ‘Of the several ways of doing the job 

which is the best? J ’ 

; The score-card function of accounting information is important from a 
motivational point of view. In chapter 7 I quoted one line interviewee- 
... everybody needs an occasional pat on the back. Now with stan¬ 
dards you know whether you did well or not, even if they forget the 
pat on the back. y * 

I rat T * at “ countin S information need not bring any sensational 
J already' 8 ^ ^ ^ U ° m d ° CS; ° ften “ only confir ™ what people expected 

‘The most important tiring to me is whether my overall result is positive 
or negative. I have certain expectations, because I make notes of all 
jobs we have completed ourselves. In the beginning of the new week 
1 phone the accounting department: I am curious and when we are 
positive, I am bappy’ (first-line-manager). 

‘I want to see the outcome. I know myself beforehand whether I am 
working at a loss or not’ (first-line-manager). 

‘The only surprises in the figures are when there is some mistake in them’ 
(second-hne-manager). 

When accounting information has only a score-card function, receivers 
need not be helped by explanations (see chapter 2, p. 34, point 2). When 
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it is used for attention-directing purposes on the other hand, explana ory 
notes with the information may be imperative. For score-card use it is 
quite right to have line-managers update their own graphs, they wi 

to chapter 2,1 gave another classification of feedback information, into: 

1. Information required for making decisions (all three of Simon s 
classes belong to this group). 

2 Information which does not lead to immediate decisions, but which 
' gives useful background data and influences the general attitude and 

esprit de corps of the reader. , . , 

3. All other information, which is superfluous and acts as noise , 
diminishing the impact of 1 and 2 type messages. 

During the line interviews I have measured actual knowledge of in¬ 
formation of type 1 in this classification - performance and standards 
figures 1 - and type 2 information - general cost information. These 
measurements are represented by the variables 22 and 23 (see the statistical 
section, p. 215). In the factor analysis (fig. 7 - 0 , viable 22 - knowledge 
of performance and standards figures - has its highest loading on factor 
6- job rotation. The people who are more recent in their ]obs and youn¬ 
ger, know more figures. This may represent a development in manage¬ 
ment style from the older to the younger generation: modern manage¬ 
ment becomes much more information-dependent and learns to use 
information. In the correlation analysis (p. 217) we find, not surprisingly, 
a positive correlation between knowledge of performance and standards 
figures and budget relevance. The relationship with budget attitude is 

Type 2 information - not required for making decisions, but giving 
background data - appears to be important too. Having a good know¬ 
ledge of these figures, for example, about the cost of production ma¬ 
chines, of raw materials, etc. (variable 23) appears m the factor analysis 
with a loading on factor 5: ‘cost-conscious self’. This factor, as we have 
seen, represents a favorable situation from a point of view of budget 
motivation. In the correlation analysis (p. 217), actual knowledge of 

1 There is a tendency for people to have more ready knowledge about actual perfor- 
nlces or variances than about the standard. Once they know there „ a standard, 
they often do not bother so much about it. 



general cost information is positively correlated with both relevance and 
attitude, though not always significantly. 

Type 3 information - noise - is, unfortunately, rather widespread. In 
one of the plants, for example, there existed 74 different types of periodic 
management information reports, partly internal, partly on behalf of the 
head office; some of these could definitely be considered as just noise . 
Fig. 10-1 shows which percentages of interviewees in the five companies 
agreed with the statement ‘there is too much paperwork in this company 
(Appendix D 5, no. 35). Obviously, ‘paperwork’ means not only perio¬ 
dic accounting reports, but when the paper workload is high in general 
this will be reflected on the periodic accounting reports too. 

‘There is too much paperwork’ 
according to: 

% of line I % of staff 
managers interviewees 


ALPHABET 

43 

13 

buromat 

47 

67 

COMBITEX 

14 

0 

dynamo 

64 

33 

BPICURB 

20 

13 


fig. 10-1. % of Interviewees who think there is too much paperwork in their company 
(‘always’ or ‘mostly’ scores). 

Most complaints about ‘too much paperwork’ are voiced by'line mana- 

gers: . 

‘The greater part of the figures are of no use to me’ (third-line-manager). 

‘These reports are terrible. They were explained to us four years ago, 
but now there's only one line in them of interest to me (second-line- 

‘Those graphs contain so much information that a lot of it I just let go by. 
What I check is whether I can meet the performance and quality require¬ 
ments’ (first-line-managers). 

In one company, the monthly budget variance report contained 19 
different tables and graphs. I asked line interviewees expressly which of 


Company 
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these they usually read. Only 3 out of the 19 were read by more than 
25/0 Of the interviewees. In this case, the optimum amount of infer- 
mation has clearly been surpassed. 

‘Peopie do not see the wood for the trees, they don’t use the information 
sufficiently (staffinterviewee). 

When the staff complains about ‘ too much paperwork’, this is often 
because in the larger companies they must supply the head office with 
information. Sometimes the system of management information is 
largely prescribed from the head office : 


‘I spit at those head office instructions. They are extended to the impos- 
sible, to the preposterous’ (staff interviewee). 

Our reports contain several items which are requested by the head office 
instructions, but which are useless’ (staff interviewee). 

The basic problem is mostly an insufficient split between information 
required for the accounting consolidations and management information: 

ins report is designed to inform line management as well as the Head¬ 
quarters accounting department. It is a Janus face’ (staff interviewee) 

The same type of conflict as we have seen for a budget between its 
measuring and its planning function (chapter 2), exists for accounting 
reports, between their management information and their accounting 
information functions. The only good solution is to make a radical split 
between these two. Besides preventing overinformation, this also makes 
it possible to select the best personnel for each job; those best at supplying 
accounting information may not be the best management informers 
(J 3 os, 1955; Hall, 1964; see also chapter n). 

Variable no 52, expressing ‘not too much paperwork’, has a loading on 
factor 3 m the factor analysis: upward communication’. Where written 
information is part of a smooth person-to-person two-way communi¬ 
cation system, there is less danger of a feeling of over-information. In 
t e correlation analysis we find a significant correlation (0,33**, within 
subgroups 0,38***) between ‘not too much paperwork’ and ‘infor¬ 
mation reports sufficiently understandable’. This confirms what I have 
suggested already, that over-information reduces the effectiveness of a 
report: conversely, low understandability may lead to a feeling of 
over-mformation. 
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Who should receive periodic feedback reports? 

As in the case of participation in budget-setting described in chapter 9, 
financial feedback-information is largely confined to second-level and 
higher management. In the six plants studied the distribution of financial 
feedback followed about the pattern of the upper half of fig. 9-3, though 
in dynamo 2 a conscious effort was made to have the first-line managers 
f involved as well. There is some rationale in giving first-line-managers 
I only technical performance data feedback. After all, this is closer to what 
; they are dealing with in practice: ‘ ... the action which first-line super- 
> visors take to control costs is not in dollar amounts at all. They think in 
numbers of people and in quantities of material and yields in processing’ 
(n.a.a. 1963, p. 9). Money is a common denominator to balance different 
factors in economic decision-making. If there is only one main economic 
factor like keeping the production going, money information may not 
be necessary at all. 

We must keep in mind, however, the difference between type 1 (decision¬ 
making) and type 2 (background data and attitude influencing) infor¬ 
mation. While financial information may not have much decision¬ 
making value to the first-line-manager, a good dose of it will influence 
his attitude to economic problems and his general cost-consciousness. 
‘I would definitely like to know more about costs, whether I am working 
too expensively or up to cost standards. If I knew, I could think of 
improvements. As long as one is ignorant one can do nothing but go on 
in the same way’ (first-line-manager). 

My conclusion is that in many cases a well-selected amount of financial 
information could have positive effects on the motivation of first-line- 
managers who beforehand did not receive any. Obviously this infor¬ 
mation should be preceded by adequate instructions. Also, it is only 
; valuable if there is a climate in which first-line-managers will feel free 
to ask questions to the staff and to their boss to help their understanding 
of the figures. 

1 What holds true for first-line-managers holds true also, but to a lesser 
j extent, for workers. In some of the six plants some technical results of 
departments were made visible to workers through graphs in the depart- 
: ment; only in. one case financial results. 

‘I think I would be interested in knowing our results in guilders, so I 
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could tell my people. Just now I know the labor efficiency, but not 
whether we made money or not* (first-line-manager). 

Here we meet other factors, however: joint consultation, management- 
union relationships, productivity sharing plans and the like, which I will 
not go into. This is definitely a vast field for further study. 


Accuracy of feedback information - the measuring problem 

In the model of fig. 4-2, representing a budget control system, I have 
drawn dotted lines from the budgetee and his subordinates to the 
‘measuring’ block. This means that in many cases the budgetee and his 
people are themselves the source of much of the information used in the 
feedback process. 2 As they are interested in the outcome as well, this 
may have a rather strong impact on the accuracy of measurements. 

* ... in business enterprise, the act of measurement is. . . neither objective nor neutral. 
It is subjective and of necessity biased . . . For a long time, in many companies forever, 
realizing the budget figures becomes more important than what the budget is supposed 
to measure, namely economic performance’ (Drucker, 1964, p. 288-289). 

Jasinsky (1956) gives an extensive selection of examples of distortion and 
manipulation of measurements used in management control systems. 
This is one of the main reasons why an excess of pressure in a budget 
system has an adverse effect. People are always smarter than systems and if 
the system is functioning in such a way that it pays to make figures ’look 
right’ instead of doing something about the underlying causes, this is 
what will happen. 

‘Our system is based on trust. If it were not, data would not be reliable’ 
(first-line-manager). 

A few extreme examples of distortion of information were found in this 
study: In one of the plants the production of one department when 
moving to the next department was counted mechanically. Suddenly 
there appeared differences between what was supposed to be delivered 
by the first and received by the second department. After considerable 
detective work it was discovered that the foreman of the first department 


2 I heard several complaints from line managers about the amount of work involved 
in supplying this information ‘The foreman used to be more of a clerk here than some¬ 
body who looked after his people’ (second-line-manager). 
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view 


. mav become more complicated. From a motivational point of 
itis Important that the system should remain as clear as posstble. 


Understandability and timeliness of feedback information 
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For score-card use (p. 207), information needs not to be immediate, 
i Like understandability, timeliness belongs to the ‘hygienic’ side of feed- 
] back communications. One can spoil communication by producing 
| reports that are absolutely unclear or far too late. One cannot, however, 

| guarantee good communication by clear and timely reports. It is the 
\ person-to-person communication which goes with it which determines 
i the use and meaning of periodic accounting reports. 

Statistical analysis of data used in Chapter 10 
The variables to be considered 

Two variables deal with how the line managers perceived the written management 
information: 

50. Attitude Survey Item: ‘The management information reports I get are sufficiently 
understandable’. 

52. Attitude Survey Item: ‘There is too much paperwork in this company’ (scored 
negatively). 

A third variable deals with knowledge of figures: 

; 21. Attitude Survey Item: ‘I know exactly which costs I am responsible for’. 

I have not only asked for line opinions, but also checked personally the ready knowledge 
of figures which were communicated through the management information reports. 
This was done through ‘quiz questions’ (marked with* in Appendix D 3). I have used 
two sorts of ‘quiz questions’, the results of which are summarized in the variables 22 
and 23 in the Correlations Computation and Factor Analysis: 

22. This variable summarizes how well the line interviewees knew figures about actual 
performance and about the standards. These figures were asked for during the 
interviews and afterwards checked with the official records. Answers were scored; 
as ‘right’, ‘partly right’ or ‘wrong or unknown’, according to whether they fell 
within preset tolerance limits. Variable 22 represents for each line interviewee the 
average answer score for both knowledge of actual performance and of standards 
over the three best known measurable dimensions. A high score on variable 22 
means that the interviewee knows the figures by heart, a low score means that he 
does not know the figures. 

23. This variable summarizes similar scores for the answers on five quiz questions 
dealing with ‘general cost-consciousness’, like: ‘How many guilders’ worth of 
products passes through your department in a year?’ and ‘What is the total in¬ 
vestment in machinery within your department ?’ These data are not periodically 
reported, but a knowledge of such figures proves a general interest in cost infor¬ 
mation. 
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Testing the correlations between the variables 

The correlations between the variables 50, 52, 21, 22 and 23 are shown in fig. 10-2. 
The interpretation of fig.^10-2 runs as follows: Those who think they get more under¬ 
standable reports also think that there is not too much paperwork, and that they know 
better for which costs they are responsible. However, there is no relationship between 
understandability of reports and actual knowledge of figures. 

There does exist a relationship between ‘knowing exactly for which costs one is respon¬ 
sible’ and actual knowledge of figures, but this is apparently not caused by clearer 
written information. 


The management information reports i 
get are sufficiently understandable 


There is not too much paperwork 
in this company 


I know exactly for which costs 
I am responsible 


Actual knowledge of performance figures 
and standards (quiz questions) 


Actual knowledge of general cost information 
(quiz questions general cost-consciousness) 



Figures between brackets are correlations within subgroups. 

* significant at 0.05 level 
** significant at 0.005 level 
*** significant at 0.0005 level 

fig. 10-2. Intercorrelations between Variables Dealing with Written Information and 
Knowledge of Figures. 

To what extent now is written information important for budget motivation and job 
satisfaction? To check this, the above-mentioned variables should be considered as 
input variables and correlated with the ‘output variables’: relevance and attitude, job 
satisfaction and pressure. 

If we do this, we get the data of fig. 10-3. 

It appears that ‘information reports understandable’ correlates most with attitude; 
‘knows exactly for which costs responsible’ correlates with both relevance and attitude, 
‘actual knowledge of performance + standards’ correlates with relevance while the 
correlation with attitude is ambiguous, and ‘actual knowledge of general cost infor¬ 
mation’ tends to correlate with both relevance and attitude, though not always signifi¬ 
cantly. 
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‘Information reports understandable' and 'knows exactly for which costs responsible 
ire also correlated with job satisfaction. This can be explained through factor 5 m the 
■actor analysis: ‘cost-conscious self’, on which these variables all have high loadings. 
The interpretation of it will be postponed till chapter 12. 


— 

--- 

-— 

correlations with: 




50 

21 

22 

23 


Variables: 

information 

know exactly 

actual 

actual 



reports 

for which 

knowledge of 

knowledge of 



understandable 

costs 

performance 

general cost 




responsible 

+ standards 

information 

7 

Relevance 

0.03(0.03) 

o.3i**(o.n) 

o.26*(o.i7) 

0.23*(o.35***) 


(impress.) 





:8 

Relevance 

■t-' 

0 

,0, 

so 

d 

0 . 28 **( 0 . 23 *) 

0.17(0.33**) 

0.11(0.02) 


(quests.) 





9 

Attitude 

0.07(0.20*) 

0.22*(o.25*) 

0.21 *(0.14) 

o. 24 *(o. 09 ) 


(impress.) 





,0 

Attitude 

0.21 *(0.3 3**) 

; o.28**(o.I3) 

-o.o 3 (-o. 25 *) 

o.i7(-o.o6) 

■s 

(quests.) 





j 3 

Job Satisfaction 

0 . 29 **(o. 27 **) 

0.22*(0.25*) 

'rf 

■o" 

0 

d 

0.16(0.17) 

4 

Absence of 

0.20*(o.I7) 

0.10(0.14) 

0.08(0.18*) 

0.06(0.11) 


pressure 






figures between brackets are correlations within subgroups 

v significant at o.o S level, ** significant at 0.005 level, *** significant at 0.000s level 

ic. 10-3. Correlations between Budget Motivation and Job Satisfaction and Variables 
dealing with Written Information and Knowledge of Figures. 
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CHAPTER n 

STAFF - LINE - COMMUNICATION 


Summary of this Chapter 

This chapter first discusses the validity of the concepts of ‘staff’ and ‘line’ 
Maintaining them for lack of something better, it then tests the impact of stab 
7 line communication on the effectiveness of a budget system as measured through 
budget moti vation Feeings of undue domination by the staff exist among some 
Une interviewees, but they do not seriously affect their budget motivation. The 
genera! evaluation of the communication between line and staff by the line i: 
correlated with the attitude component in budget motivation, showing that 
s afi line communication is a ‘hygienicfactor’. A factor analysis of staff attitude 
is used to investigate what the staff can do about stimulating good commu¬ 
nication. It appears that the competent specialist is best received, and Out, 
a stress on tactfulness by the staff,nan’s boss also helps; this can be stimu¬ 
lated by giving the line counterparts a voice in the appraisal of the staff man- 
performance. The different staff attitudes are illustrated with case material 
The attitude survey and interview data show some significant differences between 
staff and line people. Staffpeople show more of a ‘spectator’ role in the business 

£, y ., di fff r f nt and frustrations in their job than the line does 

The Utter part of the chapter is devoted to internal organization problems oj 
the staff It ,s important that enough time is allowed for communicating with 
the hne. A sound cooperation between financial and technical standards people 
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15 essential. Sta ff people appear generally less well managed from a personnel 
point of view; they feel a need for a career path. The data do not indicate 
hat one particular type of basic training for budget and standards staff people 
s su Penor to another. The chapter ends by showing how a staff man can 
overcome the frustrating situation that his role in the budget system is just 
hygienic’: by being an educator. 


3o ‘line* and ‘staff* exist? 

There is considerable doubt in present day literature about the validity 
)f the staff-line concept. The traditional picture of the line which 
.ontrols and the staff which advises does not correspond to reality in 
nodern business, and it is doubtful if it has ever been true. ‘Staff’ depart- 
nents wield considerable control (Ixie, 1963 b ), sometimes more than 
line departments, so that there are cases where the traditional picture 
vould be almost restored by calling the staff‘line, and the line ‘staff’. Or 
he influence and responsibilities of staff and line are so interwoven that 
•he best fitting definition is one of equivalent partners in a project team, 
n chapter 10 I have indicated the difficulties this may give for ‘respon¬ 
sibility accounting’. It adds to the confusion that the word ‘staff’ is used 
or different types of non-direct jobs, for example those with an advisory 
jpure staff), auditing or auxiliary function (Van der Schroeff, 1958). 
Although the line-staff distinction is therefore clearly obsolete (Logan, 
^66), there is nothing to replace it yet. We are all caught in the first-level 
ystems model (chapter 4), of organization offered by the organization 
.hart, which is invalid not only by its being static but also by its trying 
p picture multiple relationships in a two-dimensional framework. 
Recognizing many reasons to be careful with using the words ‘line’ and 
itaff , in my case I felt justified in doing it. In the budget systems which 
investigated there were clearly two types of roles: manufacturing 
management and the people in the budgets and cost standards depart¬ 
ments. I am designating them by ‘line’ and ‘staff’ as collective nouns 
or lack of better terms (Luyk, 1963). Within each group people may 
iiffer widely in their actual role conception. 

taff - line communication in the Simon study of controller’s departments 
The study of Controller’s Departments by Simon and his co-workers 
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(Simon et al. 1954) quoted in chapter 3 and 10 gave a thorough analyst 
of staff-line communication problems. Its conclusions on this subjec 
can be summarized as follows: 

1. It is essential for the controller’s department to develop direct anc 
active channels of communication with line management. 

2. Development of staff and facilities for special studies is more importan 
than elaboration of periodic accounting reports. 

3. Within the controller’s department it is advisable to separate personne 
into (a) bookkeeping and reports publishing, (b) assistance to the lin< 
in current analyses of accounting information and (c) special studie, 
in project teams together with line- and other staff-people. 1 

4. It is relatively unimportant whether the plant controller reports to th< 
plant manager or to the company controller, as long as he has th< 
authority to provide reports to the plant management as requested 

5. There should be a plan for the development of accounting personnel 
Simon’s main concerns were therefore the channels of communicatioi 
between staff and line management (point 1, 2) and the internal organ! 
zation of the controller’s department (point 3, 4, 5). My concern in thi 
chapter covers about the same area. I want to test the impact of staff- 
line communication on the effectiveness of a budget system as it i 
measured through the motivation ofthebudgetee (relevance and attitude) 
Then I want to check what the staff can do to improve staff - line com¬ 
munication. Finally I want to see what this means for the interna 
organization of the staff department, taking into account what kind o, 
people staff employees are and how they differ from line managers. 

Line - staff conflict: the dominating staff 

There is a lot of folklore in business about the informal conflicts which th< 
formal line-staff organization appears to create. A good example is givei 
in McGregor (i960, ch. n). The conflict seems to be fostered by th< 
stereotypes line and staff have about each other. The line sees the staff a 
impractical, trying to dominate and empire-building; the staff sees th< 
line as unimaginative and unwilling to follow good advice. The lin 
is irritated by the staff and the staff is frustrated by the line. 

1 Recommendations of a similar nature are already given in Holden, Fish & Smith 
1941, p. 158 ff. 
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I Have used the Control Graph Technique to find out to what extent the 
.line felt dominated by the staff See Appendix A, fig. A-3 2 . My reasoning 
? was that if a line manager felt staff influence as illegitimate he would 
indicate this by scoring ‘ideal* staff influence lower than ‘actual* staff 
influence. The figures show that among higher-level line managers the 
Jtiumber of those who score ideal staff influence below actual approxi¬ 
mately balances out the number of those who think the staff should have 
more influence. Higher-level managers in alphabet on the average 
jhink the staff should have less influence than it has. I will come back to 
che alphabet case later. First-line managers in majority think the staff 
should have more influence than it actually has. The interviews reveal 
that this is sometimes meant to express a desire of more support from the 
j;taff: We seldom see them. They don’t come as often as they should’ 
'first-line-manager). 

The staff itself also thinks it should have more influence, with the ex- 
. option of the combitex staff, which will be dealt with as a special case 
ater in this chapter. Also, the staff tends to estimate both actual and 
deal staff influence higher than the line does. This is most likely the 
normal human characteristic of seeing your own task as more important 
.han somebody else sees it. There is a fair agreement among staff inter¬ 
viewees of all four plants in fig. A-3 as to what influence the staff should 
iave. 

individual feelings of being unduly dominated by the staffer the reverse) 
were treated as a variable in the statistical analysis of line interview data 
var. 49 in App. E 2). In the factor analysis, this variable is only related 
o factor 7 (job involvement), which has little to do with the motivation 
hrough the budget system. The statistical section at the end of this 
chapter shows that feelings of not being dominated by the staff are 
ignificantly correlated with budget attitude, but only within plants and 
nerarchical levels; between plants it is the other way round. It is not 
me in the plants where the line sees the staff as the most dominating that 
Jiey have the worst attitude towards the budgets and standards system. 
The conclusion from my data is that undue domination by the staff is 
ometimes felt by higher-level line management and by the staff itself, 

3 In the Control Graph, ‘staff’included all indirect departments the line managers were 
lealmg with. I wanted to include the possibility of domination by non-line departments 
)ther than the budget or standards department. 
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but that it does not seem to be a major problem in budget motivation 


Line - staff communication 

The interview questions to the staff’How wholesome is the relationship 
between your department and line management?’ (App. D 2, questior 
E 13) and to the line ‘How wholesome is your relationship with thes< 
(staff) people? (App. D 3, question E 11) led to many comments. 
Positive comments dealt with line and staff involving each other mutu 
ally in joint problems: 

‘We have good contacts with the industrial engineers. They alway 
consult us when setting standards’ (first-line-manager). 

‘We used to disagree, but now things go smooth. They have listened t( 
the advice of the foremen’ (first-line-manager). 

’When something is changed in the process we warn the cost engineers 
(first-line-manager). 

‘The relationship is good, they take us serious, they respect us and asi 
our advice’ (staff interviewee). 

Many comments described resolution of conflict in a friendly way. 

‘We do not always agree, but things go fine. We know each other 
(first-line-manager). 

’The contact is smooth. There may be some friction but it is alway 
resolved. We have our practical problems, they have their figures. W 
have to bridge that’ (first-line-manager). 

‘We crack some hard nuts, but in a friendly way’ (second-line-manager) 
’We bicker sometimes, but that’s part of the game’ (staff interviewee). 
’The atmosphere is good, they are always ready to listen to you. They d< 
not always follow up your advice. They’re not very efficiency-minded 
(staff interviewee). 

Several comments dealt with the antithesis between practice and theory 
’We have a good-natured contact. We realize they are not practica 
people’ (first-line-manager). 

‘I think they appreciate our work, although they think we are bureau 
crats and theoreticians’ (staff interviewee). 

‘I sometimes wonder if the efficiency department is not one big madhouse 
Do they really know the practical side of our job’ ? (first-line-manager, 
’People with 20 or 30 years of practical experience must often go fo. 
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nformation to staff fellows who have just been hired’(first-line-manager) 
The relationship is poor. The deeper reason may be this: our people 
an look into the staff office through the glass walls. They say: Those 
dlows just do nothing all day long while we work ourselves to death’ 
first-line-manager). 

Sometimes the staff feels it is used as a bugbear by the line: 

The department managers sometimes use the controller as a bugaboo, 
f one of their subordinates is over his budget they tell him to go and 
iring the message himself. Then the poor fellow is over bis nerves for a 
lay’ (staff interviewee). 

>ome managers blame the controller’s department for matters they 
hould blame on their bosses. For example if they are insufficiently 
ivolved in the setting of the budget. That is simply the problem of 
leir higher line boss being autocratic’ (staff interviewee), 
inally, there are the outright conflict cases: 

We try to consult with the efficiency department, but it generally ends 
i a row’ (first-line-manager). 

festerday still we had strong words about a change in a standard’ (first- 
ne-manager). 

vly experiences with the cost standards departments are not so pleasant’ 
Irst-line-manager). 

Dn our level we have quite some differences of opinion. Not on the 
uman plane, although this may also be part of it’ (second-line-manager). 
The relationship is tense, we disagree about certain calculations. I think 
don’t have pleasant contacts with any of them. When the foremen get 
ie involved there is always something rotten’ (second-line-manager). 

he measurement of line attitudes towards the staff was done through 
\ree attitude survey items, which together supplied one ‘communication 
ith staff’ score (see the statistical section on p. 245). In the line factor 
lalysis (fig. 7-1) ‘communication with staff’ had a loading of 0.58 on 
ctor 3: ‘upward communication’ and a loading of 0.37 on factor 2 
udget variance’. The latter is rather unimportant. It only shows that 
here standards are loose there is less risk of a clash with the staff. The 
lationship of ‘communication with staff’ with the ‘upward communi- 
jtion’ factor is of crucial importance, however. It shows that good 
aff-line communication does not arise out of a vacuum. It is found 
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where there exists also a good upward communication within the line 
When people are subject to the influence of the staff without being abb 
to resolve possible grievances arising from this with their boss, attitude 
towards the staff will become negative. A similar case on workers’ leve 
is described in Dunnington, Sirota and Klein, 1963. 

The ‘upward communication’ factor shows that good communicatioi 
with staff is also related to ‘not too much paperwork’ and to ‘informatio; 
sufficiently understandable’. This confirms Simon’s conclusion tha 
direct and active channels of person-to-person communication betwee; 
staff and line are important for management’s use of figures (chapter 10) 
In the statistical section of this chapter it is shown that ‘communicatio 
with staff’ is not or is negatively correlated with budget relevance an 
positively related with budget attitude. Good communication wit 
the staff is therefore a ‘hygienic’ factor in a budget system. It is indispem 
able to avoid negative motivation, but it does not guarantee that th 
system works. It may even be more difficult to realize when the syster 
does work. 

The specialist and staff-line communication 

What can the staff do about it? My guess was that there would b 
elements in the staff people’s attitudes towards the system and in the 
role conception which would help to create wholesome relationshij 
with the line, and therefore avoid negative budget motivation. 

The relationships between staff and line as seen by the line (‘commun 
cation with staff’) are better in three plants (dynamo i, dynamo 2 an 
combitex) than in the three others. 3 What differences in staff attitud 
could account for this ? My expectation was that three staff characterise* 
might be important for the line’s perception of line-staff communicatioi 

1. Whether the staff tried to dominate the line 

2. Whether the staff saw its role as one of giving service or rather as 01 
of measuring and evaluating 

3. Whether the staff behaved tactfully. 

However, there might exist other staff attitudes which explained bett 

3 The difference in ‘communication with staff’scores from the one group of plants 
the other is highly significant. Testing with Wilcoxon’s test we find T = 3.5, meanif 
significance below 0.0005-level. 
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he difference in line reaction. To take the fullest possible inventory of 
taff attitudes, I used the Staff Factor Analysis (fig. i i-i). The explanation 
>f fig. ii-i is given in the statistical section at the end of this chapter. 

; found five factors representing basic attitudes of my staff interviewees: 

■. The specialist attitude 

T The piece-rate-setter attitude 

(. An attitude of not condemning the line 

|. An attitude of high job satisfaction and giving service 

j. An attitude of not dominating 

pf these five, the only one showing a clear split between the three plants 
vith better and the three plants with less good line-staff communication, 
Was factor i, the specialist attitude. Fig. 11-2 B shows that the three 
pants high on the ‘specialist’ factor are combitex, dynamo 2 and dynamo 
t 4 ); the same are also high on line-staff communication (fig.. 11-2 A). 

; chose the description ‘specialists’ because factor 1 in fig. 11-1 pictures 
hem as those who: 

- have no line experience (11) 

- have a sense of independence (46) 

- think their department is well organized (30) 

- are considered high performers by their boss (37) 

- do not see budgeting as an accounting tool (16) 

- do not desire more influence of the staff (14), 

which means that they do not want to dominate more, but they think 
the staff has high influence already (13) 

- do not desire more influence of the line (15) and do not think the staff 
■ should leave more to the line (17) 

- finally, are convinced that line management follows their advice (28). 
Thus the data suggest that line-staff communication is better and conflict is 
ess where the staff people are competent in their specialization. Line people 
leem to accept staff influence if they can see the staff as experts. 6 

rhere is no sign that the specialists try to be ‘nice’ to the line. There is 
me aspect about them which has not yet been mentioned: they think 
hat working does not come naturally to most people (43). They look 
rather pessimisticly at this aspect of human nature. Nevertheless, the line 

1 The difference in factor loadings between the first three plants taken together and the 
atter three plants taken together is significant at the 0.05 level. 

* An analysis of the role of the expert in the staff is given in Blau & Scott, 1963, p. 172 ff 
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managers have a good communication with these specialists probably 
because they have something real to offer. 

‘I am happy with my role. I rely on the specialist. Otherwise I would 
have to do their work myself’ (third-line-manager). 

This effect of ‘specialization’ was not predicted and the data are just an 
j indication that it may exist - no statistical proof. It seems an important 
s proposition and a fruitful area for further investigation. For staff manage¬ 
ment its message is clear. There is no substitute for staff competence. 

Tactfulness for the staff 

! The three staff characteristics which I expected to be important for 
line-staff communication were staff domination, the service versus evalu¬ 
ation dimension, and tactfulness. Of these, staff domination was nega¬ 
tively included in the ‘specialist’ factor. The specialists are those who do, 
not want more influence; they tend to think they have a lot of influence 
already. To be quite clear, this is the staff attitude about staff influence; 
we have already seen that the line attitude about staff influence was not 
a major issue in budget motivation at all. Line feelings of being not 
unduly dominated by the staff are not correlated with line opinions about 
staff-line communication. 

The second assumed staff characteristic was: seeing its role as service to 
or as evaluation of the line. The importance of this factor is suggested 
1 by Argyris’ study about budgets (195^). Staff attitudes towards service 
and evaluation did not come out as one single dimension in the staff 
factor analysis. Parts of it can be found in the factors 3, 4 and 5, but none 
of these seems to be correlated with the line attitude towards the staff 
Maybe this has been a matter of not finding the right measurements. 
Individual statements by staff interviewees suggested that there are 
differences in staff role conceptions between service and evaluation, but 
the figures do not show an overall impact on staff-line-communication. 

' The third staff characteristic we should investigate is tactfulness. It is not 
related strongly to any of the five factors in the staff factor analysis - it 
has a loading of 0.30 on factor 5: ‘no domination’. What I measured was 
not tactfulness itself, but the order of importance of tactfulness for perfor¬ 
mance appraisal, as seen by the staff interviewee. I asked him to rank 10 
cards with appraisal criteria (Appendix D 2, question F 2). One of these 
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cards was ‘tactfulness towards line people and colleagues’. Interviewees 
were asked to rank these cards as they thought their boss would do when 
actually appraising their performance. Tactfulness* came out fairly high. 
In dynamo i and 2, it averaged first. Its lowest average position was in 
epicure and buromat: fourth. 

Its important position is confirmed when we look at which characteristics 
of staff interviewees correlate best with their boss’ appraisal of their 
overall performance (Appendix E 1, variable 37). We find: 

45. Non-authoritarianness (r = 0.44*) 

25. Good cooperation with line (r = 0.41*) 

35 - Rank order of tactfulness in boss’ appraisal (r = 0.34*) 

So the staffman’s boss gives highest overall ratings to non-authoritarians 
who are tactful and cooperate well with the line. 

The distribution of the rank order of ‘tactfulness’ in the boss’ appraisal 
between plants is shown in fig. ir-2 C. The rank correlation between 
line-staff communication and rank order of ‘tactfulness’ is significant. 
Thus differences in the importance attached to ‘tactfulness’ in the staff 
offer an explanation for the difference in line attitudes towards the staff. 

We have found two alternative explanations'of the differences in line 
attitude now: ‘Specialization’ of the staff and importance attached to 
tactfulness’. They are independent of each other (r = — 0.02). The 
influence of tactfulness was predicted, the influence of specialism was not. 
The two explanations do not exclude each other, however. It is even 
quite likely that both factors cooperate in improving staff - line com¬ 
munication: specialization and tactfulness. As to the characteristic 
‘service versus evaluation’, the data suggest that the line can accept the 
staff in either role, provided that it is competent, it does not try to dorni- 
nate and it behaves tactfully. 

The way the tactfulness scores were Obtained suggest that staff manage¬ 
ment can improve staff-line relationships by paying more attention to 
tactfulness in their subordinate’s appraisal. It is not by accident that the 
dynamo company offers the highest rank-order for tactfulness (and 
about the best overall staff-line communication). In this company, 
appraisals of the staff for salary increase purposes are based on the joint 
judgment of the staff manager and the line managers with whom the 
staff man is supposed to communicate. All staff interviewees were 
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commas of this fact. Tliis system which I met in none of the other 

plants, seems to have a strong impact on improving staff-line communi- 
cation. 


case material about staff roles and attitudes 

When comparing the interviews with staff people in dynamo i and 2 
and combitex with those .in the other three plants, we find a difference 
in atmosphere. In both dynamo plants and combitex, staff people are 
concerned about their role and the role of the line. In the interviews 

mak^f SS 6 "“f ^ ^ ^ staff without formal decision- 

■ {^“6 Power, and they express their concern about the power they 
, have informally. This illustrates their ‘not wanting to dominate’. 

; I don t make the budget. I only assemble it. Of course an accountant 

1 The Sr f- ; ? 7^ UPSCt tIlC Wh ° le pur P° se of budgeting, 

dget is made jomdy by budget department and line management 

The Official procedure here is that all standards are set by line manage¬ 
ment, the accountant only does the registering. In practice, however 
things are often different’. ’ 

I dunk the department managers, who are the real producers, don’t 
participate enough. The plant manager takes too much of a share himself’ 
The purpose of the budget variance reports is feedback, not audit We 
do not want to be criticizing them, it is our job to help them. That is 
my private opinion’ (dynamo stafT interviewees). 

The foremen see our people not only as a help but also as reporting 
underattainments of standards; this may lead to a rebuke by theh boss^ 
(combitex staff interviewee). X 

Unfortunately there are no Control Graph data for dynamo. In com¬ 
bitex, where they are available, we find that staff interviewees on the 
average see their influence as higher than it ideally should be (fig. A-t) 
We have exerted too much pressure on the line. We should give all 
evels of hue management a greater share in decision-making, it is them 
who must do the real job’. 

‘Every now and then we from the staff are dominating too much which 
W of dictator’ S3M 8 ° f PerSOnal Satis£ktion ’ but also of being a 

b " ~ b -—■ * 
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It is interesting to see in fig. A-3 that combitex line management on the 
average does not share this concern for undue staff domination. Maybe 
just because the staff feels this way, at least the higher-level line managers 
are less concerned about staff influence than their counterparts in alpha¬ 
bet, buromat and EPICURE. The COMBITEX first-line managers agree with 
those in the other plants about the ideal staff influence, but see the actual 
staff role nearly on the ideal level 

‘If the standards are too tight, it is my own fault. Then I should protest. 
We are lucky this is a small plant. We can walk into the staff office if we 
want to. These things can be settled quickly. We definitely have suffi¬ 
cient influence. If our reasons are good, we always win (combitex 

first-line manager). t , . 

In alphabet, buromat and epicure the staff is les concerned about its 

impact on the line. . . n 

‘We often see that the staff function is not clearly advisory, it is not well 

defined’ (line- manager). 

‘Of course the standards have an impact. We sometimes compel the line 
people. They’ll have to accept them’. 

‘When the standards are not met we show the reason in the report, ut 
we don’t always see a result. My colleague has once put the same final 
remark on the report during a full year’ (staff interviewees). 

One of the questions in the staff interviews dealt with: ‘When you get the 
figures and you see a serious underattainment of a standard, what do you 
do’? (Appendix D 2, question E 4). The most frequent reaction m all 
plants is to warn the lower-level line manager, or just to check for pos¬ 
sible mistakes. However, in the latter three plants some staff interview¬ 
ees show low sensitivity about line reactions by answering for example: 
‘We analyze the figures further and put it in the report with com¬ 
ments’. . . , 

‘We go to the plant manager. If it’s very important, we write it down. 

If you signal it to the department manager he will not take it serious 
and will not take action. As a staff man I cannot give hell to a department 
manager. This can much better be done by his boss’. 

ALPHABET is a special case altogether, because it was the only plant where 
part of the workers were paid on individual piece-rates. This thoroughly 
influenced the staff role and attitudes as well as part of the line attitudes 
We find the attitude of alphabet staff people as a special factor (no. 2) 
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in the staff factor analysis (fig. n-i). alphabet has gone through a lot 
of conflict about piece-rates in the past: 

‘The present relationships are fairly good. They have been very poor. It 
has never come so far that an industrial engineer was knocked off the 
department, but I am sure people have planned to do it (staff interviewee). 
‘Standards used to be imposed, we just had to accept them. There have 
been made mistakes, it has created a big antagonism m people (line 

Mmv'oTthese conflicts are as much as ten years old, but people frnd it 
hard to forget, alphabet top management is very conscious of this 
problem, however, and big advances had been made to a better staff-hpe 
communication. One of these is budgeting: not being burdened by the 
piece-rate past, this was very positively received by the line. Another 
was a new, creative solution to workers’ compensation through a kind 
; of collective productivity sharing, which was m its pilot phase. 

‘The relationships with the budget department are excellent (line mter- 

; ‘The relationships between workers and industrial engineers have im¬ 
proved since we have productivity sharing. Of course there are some 
people with private resentments’ (line interviewee). 

‘Generally the industrial engineer is well received now, maybe not wit 
enthusiasm but good, if he realizes which things he can say and whic 
rbings he can’t say’ (staff interviewee). 

Thus the roots of the problem in alphabet were m the past and there 
was a clear development towards better staff-line relationskps. The 
buromat situation has been analyzed already in chapter 9; the epicure 
situation will be described in more detail later m this chapter. 


Differences between staff and line people 

Are staff people different from line people? It is often said they are. I have 
checked the evidence in my data for significant differences between 
staff and line, in cases where the same questions were asked both to staff 
and to line interviewees. My data suggest that staff and line people tend 
to be quite similar in most respects. Yet there are some differences: In 
the first place staff people tend to put themselves at a certain distance 
from what actually goes on in the business. This conclusion is based on 
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a number of indication*. One of them is that although most of my staff 
intemewees were closer to first-line management by status, they tended 
to identify with higher-level line management. Their views on the 
distribution of control in the hierarchy (Appendix A and B) are more 
similar to those of higher-level line managers than to those of first-line 
managers. Their scores on ‘non-authoritarianism’ in fig. 9-4 are about 
the same as those by higher-level line management as opposed to first-line 
managers (and there seems to be more similarity from plant to plant 
between staff people than between line people in this respect). 

Staff people differ significantly from line people in their attitude whether 
working comes naturally to most people’ (attitude survey question 3 in 
ppendix D 5; correlation with line-staff difference r = - 0.19*). We 
have already seen that the more competent specialist within the staff 
(without line experience) is even more convinced that working does 
come naturally to most people. One staff interviewee expressed if 
We sometimes base ourselves on the assumption that the worker is lazy 
by nature Maybe that’s not right.’ In spite of this man’s insight, most 
staff people, at least those from the budget and standards staff, have more 
of what McGregor calls a ‘Theory X’ attitude (sec chapter 13) This 
often goes together with a ‘they’ attitude’: ‘they’are lazy by nature-we 
o course, are excluded. We will see in chapter 13 that it also goes together 
with less involvement in the job. Budget and standards staff people have 
a tendency to play the spectator role, to look at the plant turmoil from 
aside (and also somewhat from above). I have asked for the evaluation 
marks: of line department performance, which where used to correlate 
with budget variance (fig. 8-3) also from staff people. Although the 
staff is used to working with figures, their evaluations correlated nearly 
always less well with official data than those from the line. Staff people 
seemed to be more concerned with the method of measuring than with 
the content of what was measured (compare Blau & Scott, 1963, p. 174). 

6 secon f P lace > the intrinsic rewards and frustrations in a staff job 
differ from those in a line job. I have asked all interviewees at the end 
of the interviews two questions: 

— Which part of your job do you enjoy most? 

- And which part of your job do you dislike most? 

(Appendix D 2-3, questions G 6-7). I have divided die answers to both 
questions into four classes (this analysis can be considered as a very much 
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simplified replication of Herzberg’s experiment quoted in chapter 3) 

The four classes are: 

1. Elements in the job itself. 

- the technical side of the job 
„ working on new developments 


- organizing, planning 

- specific parts of the job, for instance 
an accountant, time and motion study 


bookkeeping in the case of 
in the case of a work study 


2. 




engineer 

- variety and routine. 

Job results: 

- getting production out on time 

- having everything running smoothly 


- achieving improvements 
(as well as their opposites) 

Social contacts in the job: 

_ leadership, getting things done through other people 


- resolving conflict 

- education of others 


~ appraisal 

- stimulating teamwork 

- giving support to others 

(as well as their opposites) . 

4. Paperwork, meetings and working conditions: 

- clerical work for line managers 

- meetings between line and staff 

- too much or too little work 


The SbudoJ of both the ‘enjoy’ and the ‘dislike’ questtons over th 
four ctees d shown graphically in fig. n- 3 . separately for vjmc 
managers and 48 staff interviewees. There are various agntfcant diffe- 
__ Imp and ‘staff’ as to what they enjoy or dislike about 


-oS,™ £ ass - * - 


237 






238 



CLASSIFICATION 

CLASS TITLE 

“dislike” 

‘enjoy’ 

I 

Elements in the job itself 

0.0005 

0.025 

2 

Job results 

n.s. 

0.025 

3 

Social contacts in the job 

0.025 

n.s. 

4 

Paperwork, meetings, working 
conditions 

0.0005 

n.s. 


pig. 11-3B. Statistical significance of differences between line and staff, tested with 
chi-square. 


to manage people which may he rewarding, but also may give conflicts 
and frustrations. The biggest thorn in the flesh of the line is class 4: 
paperwork, meetings and sometimes working conditions (there are only 
a few cases where working conditions are involved). The typical line 
manager hates clerical work. He often hates meetings with the staff too. 
‘It is a pity that a standards system brings along so many meetings with 
the efficiency, quality and budget people’ (second-line-manager). 

‘People talk too much. I always try to avoid meetings. I prefer working’ 
(first-line-manager). 

Staff people do not hate meetings: these are seldom mentioned as, a 
source of negative feelings by them. They do dislike clerical work 
sometimes, but for them this is classified as class 1: elements in the job 
itself. Most budget accountants dislike bookkeeping; most efficiency 
engineers dislike time and motion studies. Staff people find more 
frustrations in the job itself. What they like is organizing, planning 
ahead, new developments. 

So we have seen that, after all, staff and line people are different. The 
background of these differences is in their different organizational roles. 
Certain roles attract certain people; but people also develop the attitudes 
which their roles demand. 6 When we put a line man in a staff role he 
changes, as one foreman complained: 

‘I have lost several good assistants to the efficiency department. They used 

The classical example of attitude changes under the influence of role changes is the 
study of Lieberman (1956). 


239 






to be practical people but as soon as they are there they suddenly veer 
round. It is a great pity’. 


Organization of staff departments: time for interaction with the line 

A hypothesis when starting the project was that staff-line communication 
would be better where the staff had more time for it. I have asked staff 
interviewees to estimate the percentage of their working time spent in 
person-to-person contact with line people (Appendix E i, var. 20). 
Estimates varied from 0 to 50% with an average around 25%. In the 
staff factor analysis (fig. 11-1) we find ‘time spent communicating with 
the line’ belonging to factor 5: no domination’. It does not seem to 
influence line attitudes, but it should be stressed that with a few excep¬ 
tions I only interviewed staff people who do spend a fair amount of 
their time communicating with the line. 

For staff employees in departments dealing with technical standards, line 
contacts are self-evident. When these departments produced their own 
feedback reports or graphs it was always done by the engineers themsel¬ 
ves. In budget departments the basic data were always supplied by the 
accounting departments, but the periodic reports were mostly made by 
the budget specialists who also had the line contacts. Where reports were 
produced by the accounting department directly for management use 
there were complaints about mistakes and low understandability. Also 
it was important for the budget specialist to be thoroughly familiar 
with the figures in order to be able to assist the line managers in their 
interpretation. The separation between reports publishing and line 
assistance advocated by Simon (p. 220) was thus not carried out fully 
in any of the plants. 

The actual amount of assistance given to the line in interpreting feedback 
data varied largely. 7 

‘People come daily for explanations or clarifications, from the foreman 
to the plant manager’. 

‘Four out of ten department managers come once every month to discuss 
the budget variance report. Also frequently during the month. If I see 
some outcome which looks abnormal I immediately go and see them’. 

7 See also Hall, 1963. 
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‘Line managers come to see me when they have budget losses, not when 
they are better than the budget’. 

S*= ■>*« w., ™a 

. «. ^ ~*».«i *»> *■ 

data and have a chat with them afterwards. , 

‘We seldom have contact about the reports. It used to be more . ^ 

I have not been able to quantify these contacts m a mwiuiigM ywy P« 
line manager, but if they are frequent, they indite that the budget or 
Standards are relevant to the line manager. The reasons for the line 
managers coming or not coming for assistance are outside the reach oft e 
staff- the staff people cannot make the line managers come, but they can 
prevem them from coming back when the desired assistance ,s not given. 
Thus again the staff role is ‘hygienic . 

In the staff interview data a high estimated percentage of time spe 
communicating with the line (var. 20) is significantly correlated with (the 
numbers refer to Appendix E 1). 

al . Line managers are aware of the job of my department (r = 0.34 ) 

40. 1 do not feel under pressure (r = 0.33*) 

41. This plant does not demand my utmost (r - 0.31*) 

31. My department is not undermanned (r = 0.29*) 

17. Staff departments should leave more to the line (r = 0,26*) 

35. Rank order of ‘tactfulness’ in boss’ appraisal (r = 0.26*) 

These correlations suggest that (to the extent that people’s «nuBo 
time spent were unbiased) allowing much time for staff-line interaction 
breeds favorable attitudes towards the line and a stress on tactfulness, they 
also suggest that undermanning and pressure in staff departments threaten 
the time available for communication with the line; this is app««“y 
what is sacrificed first. The practical implications of this for staff manage¬ 
ment arc that sufficient staff people should be available who have the 
: time (about 25% of total time), the status and the skills to interact wit 

line management and to assist it in interpreting data. 
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Inter - staff - cooperation; the EPICURE case 
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expenses were budgeted (they were ‘expense cent “sO The^ 
involved from the line m , t u» c h The only P erson 

managers and foremen were onlyTildylwrre rfth^' Depart ?'f 1 
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or new products a hesitating contact was beginning People fronTh 7 
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This situation explains why epicure line managers show no correlatio^ 
between subjective evaluation marks and budget variance (fig. 8-3). 
also offers an explanation of the low scores of epicure higher-leve lme 
managers for their own and other’s control (Appendix A, ig. )• 

they are not involved in the financial side of it. Finally we have seen that 
there is little challenge in the technical standards as seen by epicure 
managers (fig. 8-2). This is probably the consequence^ standards not 
being tied to cost control, but mainly used for workers incentives. The 
epicure case gives evidence that the necessity of integration of financial 
*t-3r.dards is not iust a theoretical issue. It really matters. 


The management and training of staff people 

The attitude survey data suggest that the staff is generally less well 
managed than the line. Staff interviewees scored significantly less favor¬ 
able than line interviewees on three attitude survey items (see p. 246): 

- This plant is well managed 

- In this plant my private interests are taken account of as much as 

- My career opportunities here depend first of all on myself 

In interpreting these differences we should realize that all hne mterviewees 
were managers and most staff interviewees were not. Still the data 
suggest that from a point of view of personnel management the staff is 
less well off than the line. The career path especially seems less clear to 
the staff. Simon’s call for a development plan for accounting personnel 
(p. 220) applies well to this situation. 

Why is the staffless well managed? One explanation is that staff managers 
are ex-staff employees and their staff attitude of spectatorship ma es 
them less successful in managing subordinates. Also the role ofa s^aff 
manager will often be less clear than the role of a hne manager. The stall 

manager is often half specialist, half manager. 

■ The career path for staff seems to be a critical issue. Where should budge 
! and standards department people come from and where should they go. 
The staff factor analysis shows that line experience of staff people is not an 
asset. The best line-staff contacts are found for specialists without hne 
! experience (factor 1). Accounting training, however does not seem to be 
a very good background either (Barr, 1964). Formal educational level m 
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general d° es not seem a crucial condition (it was treated as a variable in 
t ie staff factor analysis and showed up negatively only on factors 2 and 5). 
What really counts is competence in the specific job and a basic ability 
o communicating with other people, even of educating them. Where 
can this be learned? I think that a sound on-the-job training with a 
staft boss who sets the good example is still the best school. 

As to future possibilities for staff people, I have asked the staff inter¬ 
viewees If you could choose another job within this, company, what 
type of job would it be?’ (Appendix D 2, question G 2). 31% said they 
would choose a manufacturing management job; 49% would stay in a 
stafi function of the same type, and 20% would choose something else 
(personnel sales, design). We see that we not only have to consider 
career paths withing the staff function itself. About one half of the 
interviewees were attracted to other functions, and mainly to the line. 
In some cases staff experience may be a good training for a line job. 
borne ot the most able line managers I interviewed had it. 


The staff man as an educator 


The message of this chapter may sound somewhat disappointing to the 
start man. I have tried to show that the staff role in the functioning of a 
budget or standards system is basically ‘hygienic’: he can spoil the system 
in several ways but the main succes of the system depends on factors 
outside his reach; mainly the relationsliips within die line organization 
which will be discussed in chapter 12. This looks like a rather frustrating 
situation for die staff and it justifies the picture of staff frustration shown 
earlier m this chapter. 

There is however a way out of this frustration. A role the staff man can 
p ay which is truly creative is the one of systems architect and educator. 
He is in the best position to have a view of the total system and to identify 
ns weak points, both technical and human. The technical side is his 
specialization anyway, but he could become a specialist in the human 
side too, which means he should educate people. The most successful 
start people I found in this study were those who conceived of their role 
as one of eduction and who used their contacts with their colleagues and 
with the line for this purpose. 


244 



Statistical analysis of data used in Chapter II 
Correlations between line interview data 


5i 


See Appendix E 2. Two variables were of particular interest: 

49. Desired minus actual general influence of staff departments, scored on the Control 

Graph (Appendix A). . 

Communication with staff: total score on the following attitude survey items: 

‘The cooperation between the line and the production scheduling department is OK 

(name of department chosen after the situation m each plant). - 

‘The people from the controller’s department have a lack of understanding of 
production problems’ - scored negatively. 

‘The cooperation between the line and the industrial engineers leaves much to be 
desired’ - scored negatively. 

Correlation between these variables r 49 , 51 ^ 0.08 

Correlations with budget motivation and job satisfaction: see hg. u- 4 - 


Variances: 

Correlations with 

49 

Desired minus 
actual staff influence 

51 

Communication 
with staff 

17 

Relevance (impression) 

-0.06(0.10) 

-0.18 *(-0.03) 

18 

Relevance (questions) 

~o.o7(~o.oi) 

-0.11(0.10) 

19 

Attitude (impression) 

0.06(0.25*) 

0 37 ***(o. 37 ***) 

20 

Attitude (questions) 

0.01(0.32**) 

0.15(0.17) 

53 

Job Satisfaction 

0 . 02 (- 0 . 09 ) 

-0.05(0.01) 

54 

Absence of pressure 

o.io(-o.Q 7 ) 

o.i 9 *(o.o 4 ) 

. 


'igures between brackets are correlations within subgroups 


it- n level. ** 


HG. 11-4. Correlations of Attitudes towards Staff with Budget Motivation and Job 

Satisfaction. 


The correlations of variable 4 b with attitude are significant within subgroups and aero 
over total data. This indicates that the between-subgroup correlation is negative. Using 
Spearman’s rank correlation test between subgroup averages we find r R 4 9 , 19 - - 0-45 

and rR49 20 —0.52. , 

Variable’51 is positively correlated with absence of pressure over total data: good 

line-staff communication in a plant and low pressure go together. 






The staff factor analysis 

The 48 staff interviews were divided as follows: 

15 with budget accountants, controllers etc. 

22 with efficiency engineers, work study engineers, etc. 

5 with quality control engineers 

6 with people charged with production control and scheduling 

svtem “in'Te f “T'Tu they played a role 1,1 thc total standards 

control ££££?* t3ken e ® denCy ' 9Udlty “ d Pr0dUCtI “ 

46 variables were selected from the total staff interview data for the correlation and 

IndysisTnfiv ® ^ “ ble ° f:resul ‘ s of factor 

analysis in fig. ii-i is laid out in the same way as the line factor analysis results of 

Jf* 7 " I '^° r , each of the flve factors a11 variables with loadings over 0.35 are again 

o°riIht Sonf V ‘fT ° the ‘ abk ““ COlumns tries a « ain t0 follow causality fromleft 

he rn K t Van reach the level ° f a 035 loadin 8 on "one of the factors: 

. ,h' 3 ’ I3 -’ It’ 25 ’ 26 ’ 2? ’ 29, 2S ’ 45 ' By extendin B the number of factors in the 

C ° Uld 0btai " hi8her bUt thb the picture 


Differences between staff and line 

Attitude survey items which were included in both line and staff attitude surveys 

supplied the scores for a correlation analysis over 138 interviewees; the line-staff diffL 

rence was treated as a variable (value i — line 2 — staff) Sirrnifira *■ 1 ■ 

the W Choir A-& r 7 t ’ ~ stalt t Significant correlations with 

thC a " itUde SUrVey items ( A PPen* x D 5): 3 
( 9 ), 5 ( -19 ), i6(—0,21 *), 24(0.27**) and 28(-o.i5*). 

chanter 0 ,,, 24 l'h f . 0n ii,° f f, he F ~ SCale ( autho ntariamsm; see the statistical section of 

kmd it It T^.tneasures of (non-) authoritarianism arc all positively corre- 
ated with the line-staff difference, but item no. 24 is the only one for which thlcorre- 

th^thJw 5 3 StaUStlCally ng”>ficant level. The fact that the staff is less authoritarian 
than the line average is also illustrated by fig. 9-4. 
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CHAPTER 12 

SUPERIOR - SUBORDINATE COMMUNICATION : PRESSURE 
AND GAME SPIRIT IN PRACTICE 


Summary of this Chapter 

Of all the forces in an organization working upon a budget system the com¬ 
munication between a budgetee and his boss is the most crucial to the functioning 
of the system, both for its motivation and for its job satisfaction outputs. Contacts 
between superiors and subordinates contain an element of communication and 
one of power; for daily operations the first one is more important than the second. 
The boss in his turn depends on his superior, so there is a vertical flow of ideas 
through an organization, but this vertical flow is modified by the *umbrella 
function of middle managers. 

The way superior-subordinate communication influences budget motivation 
! and job satisfaction is through: 

1. Frequent person-to-person contacts about results 

2. The use of results in performance appraisal 

3. The use of department meetings 

4. The creation of a game spirit. 

The first two items refer to contacts with individual employees. They increase 
motivation but also a feeling of pressure. There is the possibility that they 
disrupt teamwork and lead to undesirable effects like scapegoating and fighting 
the system. 
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The second two items represent group leadership. They have positive effects 
on motivation and job satisfaction, although department meetings in themselves 
do not increase budget relevance. The game spirit offers the most favorable mix 
of motivation and a positive job satisfaction effect. It represents motivation of 
the budgetee from within, not through outside pressure. The game spirit 
depends strongly upon the leadership skill of the budgetee s superior and how 
well he exercises his i umbrella function . It is easier to realize in smaller 
companies and in companies of which the parts are less technologically inter¬ 
dependent. For the larger companies a conscious effort of creating scope for the 
game spirit is desirable. Statistical techniques like the use of control limits 
known from quality control are recommended for this purpose. 


Leadership and subordinateship 

Relationships between superiors and subordinates are of tremendous 
importance for all hierarchical organizations. There is a widespread 
belief in business that almost any problem can be solved by changing 
leaders. Many studies have been devoted to leadership, to discover what 
really is the secret why some leaders succeed and others fail. Factors 
like job-centeredness, employee centeredness and technical expertise have 
been related to productivity and employee job satisfaction. 1 When these 
studies are done seriously, their results are always somewhat disappoin¬ 
ting. There are no simple recipes for leadership. The effect of leadership 
depends as much upon the subordinates and upon factors like culture 
and technology as upon the leader. 

What makes superior-subordinate relationships in organizations so 
particular is that they combine an element of communication with 
an element of power. Power is a fascinating thing; so fascinating, that 
in business often far too much stress is given to the power element and 
far too little to the communication element in the superior-subordinate 
relationship. In normal day-to-day operations it is the communication 
element which determines the effectiveness of the relationship. When 


1 For a general picture of the study of leadership see Lammers, 1965. Some results of 
quantitative investigations into leadership effects are published in Argyle, Gardner & 
Cioffi 1957, 1958; Indik, Georgopoulos & Seashore 1961; Patchen 1962; Parkeri963; 
Evans 1965. 
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;he power element begins to function, there is often something already 
vvrong. 

Torn a communications point of view a superior and subordinate are 
ust a small group together (Chapter 3). It would often be much easier 
fit were just that, but there is also the power element which complicates 
natters. Power breeds misperception: superiors and subordinates 
)erceive each other’s behavior differently from similar behavior by 
>ther people. 2 We see examples of it in the present study where superiors 
ind subordinates estimated each other’s influence on departmental 
esults and on total influence on plant affairs. Superiors tended to over- 
stimate their subordinates’ influence on results and to underestimate 
heir influence on total plant affairs, compared to how the subordinates 
aw it themselves. The reverse was true for subordinates versus their 
uperiors (see Appendix B, fig. B - 2). Differences in perception like 
hese hamper communication. 

n spite of misperceptions created by power differences, communication 
hannels between superiors and subordinates can belong to the most, 
effective in an organization by the sheer frequency of the contacts and 
he relevance of the messages to both parties. For a researcher inter¬ 
viewing various people within a hierarchy it is surprising to discover 
tow ideas often follow vertical lines. To follow the distribution of 
deas an organization should in many cases be divided vertically, although 
he people in it always believe ideas spread horizontally. They over- 
stimate the barriers between hierarchical levels. The vertical distribution 
f ideas means that a superior in turn depends strongly upon his superior, 
rid so on. However, each individual also contributes something of 
imself; otherwise the whole organization would reflect only the ideas 
f the top man. There are of course large organizations where ideas of a 
rong top man are reflected throughout, but in general the flow of some 
leas is stopped and other ideas are generated and sent downwards by 
liddle managers in a hierarchy. The selective passing on of what comes 
own to him from above - both information and pressure -, the ‘um- 
fella function’, is one of the crucial aspects of leadership in any larger 
rganization. The umbrella function is easier to exercise where there 
' physical distance between a manager and the next higher one (Blau & 

For studies about perception distortion see Zalkind & Costello, 1962; Haire, 1962; 
ead, 1962. 
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Scott, 1963, p. 171). The personal input downward of the top man in ; 
geographical location is very important. 

Leadership and budgets 

In the budget case superior-subordinate communication appears to be ; 
key factor to the effectiveness of the system. The statistical analysis 01 
page 271 shows that just from those inputs into the system which coul< 
be expressed quantitatively, the four with the strongest overall corre 
lations with budget motivation in the six plants were: 

1. Participation in the setting of the budget 

2. Frequency of communication about cost and budget variances witl 
the boss 

3. Knowing exactly which costs one is responsible for. 

4. Frequency and usefulness of group meetings of the boss with hi 
subordinates. 

Of these four, the numbers 2 and 4 are direct inputs by the superior, 
have classified participation in budget setting as a matter of compan 
policy (ch. 7), but as I measured participation as perceived by the subor 
dinate participant there is also an impact of the superior’s leadershij 
behavior on it. ‘Knowing exactly which costs one is responsible foi 
can also be influenced by the boss, although technology appears to hav 
an impact on this too. So actually in all four measurable inputs whicf 
correlated strongest with budget motivation the boss plays an importan 
role. Then there are the aspects of the system influenced by the bos 
which can not easily be expressed in one single score but which are mayb 
even more important than the others: for example, the game aspect o 
budgeting. Taking all this together it is certain that a budgetee’s superio 
has the key role in his motivation to fulfill the budget. 

The influence of the boss through these inputs stretches both to th 
‘relevance’ and to the ‘attitude’ part of budget motivation: to the res 
motivating part as well as to the hygienic side. The influence of th 
superior is much more important than the influence of the budget an- 
standards department staff, which as we saw in chapter 11 is only ‘hygie 
nic’. It is the boss who primarily determines the success of a budge 
system. 

The way in which a boss influences budget motivation is, as we have seer 
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first of all through creating participation in budget setting and through 
the frequency of his communication with his subordinates about cost 
md budget variances. These two aspects are both related to the same 
factor in the factor analysis of line managers’ interview data: factor 4, 
;he 'cost-conscious boss’. 

There appear to be three other aspects of leader behavior which affect 
oudget motivation, each related to a different factor in the factor analysis: 
:he role played by budget and standards variances in performance 
ippraisal of subordinates (factor 3); the use of meetings of the superior 
with his subordinates as a group (factor 1) and finally the atmosphere 
which is created around budgeting: the boss’ skill in creating a game 
Environment (factor 5). This last aspect appears to offer the greatest 
icope for a positive motivation of subordinates without external pressure 
tnd negative job satisfaction effects. 

The participation issue has been analyzed at length in chapter 9. The 
)ther aspects of leader behavior will be discussed in the remaining part 
>f this chapter. 

rhe frequency of personal superior - subordinate contact about budget figures; 
he effect of pressure 

iVhat I measured was whether an interviewee thought his boss mentioned 
mdget and budget variances or figures expressing technical efficiency 
esults frequently, seldom, or never (see the statistical section at the end 
>f this chapter). The answers to this question appeared to be strongly 
orrelated with budget motivation: they were significantly positively 
orrelated with both measures of budget relevance and both measures 
»f budget attitude, and second in weight for determining budget moti- 
ation to budget participation only. I predicted this relationship after 
be dynamo part of the study and the results for the other four plants 
Wrongly confirmed the hypothesis. (The variable representing frequency 
f personal contact with boss about figures was only measured after 
be dynamo phase). 

yhat we are dealing primarily with here is the communication, not 
be power element in the superior-subordinate relationship. The boss’ 
oncem for costs is transferred to the subordinates (Cooper, 1966). We 
ee it in my data from the fact that those who have frequent budget 
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contacts with their boss also see him as cost-conscious (r 46>48 = 0,40***) 
although seeing the boss as cost-conscious alone is not sufficient fo: 
budget motivation. 

The standards should have an impact, because I discuss results with th< 
foremen and they discuss them with their assistant foremen and workers 
None of them is happy when the standards are not met’ (second-line- 
manager). 

In the factor analysis (fig. 7-1) we find the variables dealing with th< 
boss’ communication loading on factor 4: ‘cost-conscious boss’. Thi 
factor is strongly influenced by the buromat first-line managers, and thi 
explains why ‘high participation in budget-setting’ has a loading, althougl 
not a high one, on the same factor. Factor 4 shows that although having 
a cost-conscious boss’ leads to high budget relevance, it also tends to hav 
some negative effects: high pressure and an indication of a lower jol 
satisfaction. This does not mean that budget attitudes are negative: w 
have seen in chapter 7 that there is no relationship between job satis 
faction or pressure and budget attitude. High pressure, besides beinj 
undesirable from the personal point of view of the budgetees, has negativ 
consequences for the organization. One is that it disrupts teamwork 
Pressure by the boss will lead to an attitude in subordinates of blaminj 
each other, of passing the buck, of scapegoating (Argyris 195 3 b , i954 a ) 

I found several example of this: 

‘When we discuss the results with the plant manager, it’s a hard figh 
between departments. For example, the man who is behind on hi 
schedule says: I had no raw material, the purchasing department didn’ 
purchase it in time’ (staff interviewee). 

‘They take an enormous lot of trouble to get some unimportant expense 
transferred to another department’ (staff interviewee). 

You’d be surprised how some shifts leave the machines for the next shif 
just to be able to fulfill their target’ (staff interviewee). 

Attitudes like described here lead to a ‘sub-optiniization’: department 
make their own result look as good as possible but this may not neces 
sarily mean the best overall result for the plant as a whole. 3 
Another negative consequence of high pressure is a wrong allocation o 
effort by the subordinate. 

3 Compare the quotation in chapter 2, page 30 about the disruptive effect of fre 
internal competition between departments. 
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‘People sometimes spill their attention on the wrong side. They fight 
the standards instead of putting their shoulders under the job. We have 
exerted too much pressure’ (staff interviewee). 

Although pressure can be generated in communication without a power 
element, when the power element in the superior - subordinate relation¬ 
ship begins to operate this will increase the pressure. When a powerful 
person makes a remark about a negative result this will easily be felt as 
punitive and not as corrective. This is the case for the interviewees whose 
scores led to the ‘cost-conscious boss’ factor. They were motivated, but 
motivated from above. We will come back to it in the next section 
when dealing with appraisals. 

The question remains how the positive motivational effects of frequent 
superior-subordinate communication about budgets can be retained 
without their negative implications of pressure and low job satisfaction 
The data indicate that there is another way: the game approach. We will 
see more about it in a later section of this chapter. 

Performance appraisal in superior - subordinate communication 

The power element in superior-subordinate communication is ex¬ 
pressed most clearly in the act of performance appraisal. Every superior 
is appraising his subordinate’s performance, if not explicitly then at least 
implicitly: the superior always has an influence upon the subordinate s 
salary and/or career. In the last resort this is the most essential character¬ 
istic of the managerial role (Brown, 1964). 

Performance appraisal is one of the most controversial issues in organi¬ 
zation. 4 ‘Judge not, that you may not be judged yourselves (S. Matthew, 
7 : 1) is a commandment which has deep significance for the performance 
I appraisal situation. It is difficult to make an appraisal interview a positive 
experience for both appraiser and appraisee or even for either one of 
them; as we have seen in chapter 3, page 62, its value for motivation 
is doubtful. Still some form of appraisal is unavoidable. _ 

1 Appraisal criteria can fall in the categories of personality, ability, effort 
or results. Modern students of the subject unanimously condemn the use 

4 Some recent papers on performance appraisal are those by Odiorne, 1964 and De 
Wolff et al., 1965. Experimental studies about appraisal practices are described in Rowe, 
1964; Stewart, 1965* and Meyer, Kay & French, 1965 (see chapter 3). 
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of personality and ability (= potential but not yet realized performance) 
as criteria for performance appraisal, although in business practice they 
are often used, even on official performance rating forms. The criteria 
which are theoretically acceptable are only effort and results, of which 
effort represents the point of view of the employee and results the point 
of view of the company. The problem is that it is very difficult to mea¬ 
sure effort; it is already difficult enough to measure results. 

Appraisal on the basis of budget variances 

Budget variances offer a measurement of results and if they are available 
they will unavoidably play a role in performance appraisal. This will 
be the case even if there is no official, mathematical relationship like there 
is for workers’ piece rates or salesmen’s quota, but which did not exist 
m any of my six plants. To measure the role of budget variance in the 
performance appraisal of line management interviewees I have used the 
following procedure: I asked them to rank ten cards with possible perfor¬ 
mance criteria (Appendix D 3, question F 2), in the sequence in which 
they thought these would be applied by their boss when he actually 
appraised their performance. 6 The cards bore titles like ‘craftmanship’, 
leadership and tactfulness’. One of the cards was called ‘department’s 
results’ and another ‘cost-consciousness’. In fig. 12-1 I have plotted the 
average rank order of ‘department’s results’ and ‘cost-consciousness’ for 
the six plants, and separately for higher level- and first-line-management. 

I used the term department’s results’ because I wanted a common term 
for all groups, regardless whether they worked under a system of budgets 
or under non-fmancial standards. To verify how the card title was 
understood I asked every interviewee after the ranking, what kind of 
department’s results he had been thinking of. 84% of answers dealt with 
efficiency, planning, quality or budget performance measured by stan¬ 
dards. The other 16% was divided over ‘high employee job satisfaction’, 
working efficiently, and ‘orderliness’. Anyway the vast majority of 

5 I have also asked the interviewee to rank the cards in the sequence he would do it for 
his own subordinates. These could be compared later on to the sequences as the subordi¬ 
nates thought their boss would choose them. I found both cases of striking agreement 
and of striking disagreement. This appears to be a fair yardstick for the effectiveness of 
superior-subordinate communication, which, however, I did not evaluate quantitatively. 
Compare Maier, Hoffman, Hooven & Read, 1961. 
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people had understood the meaning of the card as it was intended. 
The card ‘cost-consciousness’ was added because it deals with the same 
issues but in a less absolute way, without suggesting measurement by 
standards. People understood this as ‘trying to save materials and supplies 
(40%), time (11%) or production equipment (8%); having ideas for 
' savings (14%), knowing the cost of things (13%) and ‘behaving as if the 
‘ plant were his own’ (3%). Altogether 89% did not refer to stmdards 
! in this case, so they agreed with the way the card was intended. The 
® remaining 11% referred to the budget, but nearly all of these came fron* 
one plant: buromat. In buromat, 37 % of answers on the meaning of 
‘cost-consciousness’ dealt expressly with acting on budget variances. We 
see in fig. 12-1 that buromat interviewees have the highest scores for 



Scores by first-line monagement 




fig. 12-1. Average Rank Order of Importance of two Appraisal Criteria as Higher 
Level and First-Line Managers Think their Boss Uses Them. 
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cost-consciousness’, close to their scores for ‘department’s results’. To 
many of them these two cards must have been virtually the same. 

Fig. 12-1 shows dramatic differences between plants, especially in the 
case of department’s results’. In combitex shortly before the interviews 
a new performance appraisal form had been introduced. The fact that 
this form did not mention ‘department’s results’ may explain the ex¬ 
tremely low scores of combitex. The rank orders of ‘department’s 
results and of cost consciousness’ appear to be almost independent of 
each other (r = 0.12). 

Through the individual rankings of ‘department’s results’ I am now able 
to study the effect of a more or less results-oriented appraisal on the 
budget motivation of my interviewees. The correlation analysis on page 
270 shows that an important ranking of ‘department’s results’ increases 
budget relevance and has a weakly negative impact on budget attitude. 

( Cost consciousness’ has the same effects but to a lesser extent.) However, 
the analysis also shows that an important ranking of‘department’s results’ 
or cost-consciousness’ each go together with a feeling that the perfor¬ 
mance appraisal is unjust and that career opportunities are biased. An 
important ranking of ‘department’s results’ is also correlated with a 
feeling of high pressure and nervousness. This outcome contains a fair 
amount of warning against an indiscriminate use of budget results in 
performance appraisal. It may lead to negative feelings: ‘Sometimes I 
have the feeling that I did everything I could, yet the results are poor. 
Why do they cling to those rigid figures, can’t they see the difficulties?’ 
(first-line-manager). 


This quotation shows that to the subordinate it is not the results which 
count, but the effort spent. Judging by results without taking effort 
into account is felt as unjust. 

The consequences of an overstress on results in appraisal may be serious. 
It may create in subordinates a tremendous fear of failure with all the 
adverse consequences of ‘management by fear’:' avoiding to take risks, 
scapegoating, faking figures so that results ’look right’: 

If it is true that my salary increase depends on the figures, it is easy 
enough to screw up the standards (third-line-manager). 

The managers have a proletarian attitude towards their budgets. There 
is little difference between the attitude of a worker towards piece rates 
and of a plant manager towards his budget’ (staff interviewee). 
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This also means that the chances of success of a financial bonus scheme for 
managers based on budget results are very small indeed (Bos, 1955 , P- 33 )- 
The degree of arbitrariness of almost any budget will create evasive 
activities and negative feelings which will definitely outweigh the in¬ 
crease in budget relevance which the scheme will provide. 

The case for appraisal by budget results - however desirable it may seem 
because of its effect on budget relevance - looks rather weak, up to now. 
Fortunately the factor analysis provides some additional points of view. 

In the factor analysis (fig. 7-1) the variables dealing with appraisal are 
grouped together in factor 3: upward communication. As we could 
expect, the feeling that the appraisal is just goes together with a less 
important rank order of ‘department’s results’ and cost-consciousness 
as appraising criteria. Factor 3 is fairly strongly influenced by the combi- 
jex and buromat extremes. It shows a number of other things as well, 
however. An appraisal which is felt as just goes together with a superior- 
mbordinate relationship in which the boss asks his subordinate’s ideas. 
In this same situation, the subordinate feels he has high operational control 
'influence on results) and a low feeling of pressure. As we have seen in the^ 
Chapters 10 and 11, this same factor accounts for good understanding of 
written reports and a good line-staff communication. 

The relationship between a lack of upward communication and a feeling 
hf pressure has been found empirically by others (Bass, 1964; Revans, 
[964*). It is very important that upward communication also appears 
i 0 prevent feelings of injustice in appraisal: 

For appraisal I do not use the figures in an absolute sense, but only m a 
elative sense. If things go worse I talk with the man and see what the 
Masons are and if he has taken measures. In this conversation it will 
ippear whether he is fit for his task or not. The mere fact that results 
become better or worse is an insufficient yardstick (third-line-manager). 
Che conditon for the use of budgetary results in performance appraisal 
Appears to be a climate of upward communication, so that the results 
- the company point of view - can be translated back into the efforts - 
he subordinate point of view. 

it is difficult to appraise realistically. It is easy to base an appraisal on the 
esults of the department, out of proportion to the real difficulties’ 

third-line-manager). s 

f appraisal is carried out in proportion to difficulties, department s results 
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will not rank first in the eyes of the subordinate, but they can still retain 
an important position. As we have seen, the rank order of‘department’s 
results is related to budget relevance. To keep the budget relevant to 
the subordinate, results must play a role in appraisal. It is apparent that 
the dilemma of a manager is to fmd the right balance between two 
extremes: an overstress on results in appraisal, leading to feelings of 
injustice, and too little stress, leading to low relevance of the budget and 
low motivation. The key to finding this balance lies in upward com¬ 
munication or just simply: listening to the subordinate. 


Discussing results in meetings 

In chapter 11 we have seen that most line managers dislike meetings. The 
negative feelings apply mostly to ‘line-staff communication’ meetings, 
set up on a routine basis to solve problems, like meetings with efficiency 
and quality departments. As the line managers see them these meetings 
are often ineffective, stressful, and a waste of time. 

There were few negative comments on what one could call ‘department 
meetings’: get-togethers of a superior with the team of subordinates 
directly reporting to him. These meetings have received a fair amount 
of attention from social scientists. Guest (1962* 1962^ reports their use 
to bring about organizational change. Likert (1961, p. 122 ff.) and 
Philipsen (1965, p. 117 ff.) relate the use of department meetings among 
other things to the amount of influence which employees or lower-level 
managers feel they have on what goes on in the organization. In this 
study I was able to do the same: I found a positive, but not significant 
correlation between successful department meetings and perceived in¬ 
fluence on what went on in the plant. 6 

Department meetings have a special function in the case of shift work 
Where operations are running in shifts, especially in three shifts, shif 
supervisors and foremen who use the same equipment and finish eacf 
others’ job have many problems in common; on the other hand, the? 
never meet as a group unless this is expressly organized. It is very usefu 

* Variables 41 and 45 of Appendix E 2 are correlated with r = 0.16. Furthermore 
variables 42 and 45 are correlated with r = -0.30*, indicating that those who hav 
successful department meetings do not desire more influence on what goes on in th 
plant. 


258 



both from a business and from a human point of view to call them 
together once a week (Bast, i960). Three of the plants I studied had 
three-shift operations, and comments on department meetings were very 
positive in all cases, although the_night shift managers had to make an 
j extra trip to the plant for them: ^ 

I‘The meetings are valuable. At shift relief we have only a short contact, 
llt's good to be able to discuss with the three of us . 

‘If I want to stay home I’m allowed to, but the meetings are good for 

mutual contact’. . 

‘Some of the meetings are useful, some give small benefit, but on the 
average they are always worthwhile. We can discuss our problems 
together. It is the only occasion we have for this’ (shift foreman). 

The use of department meetings for giving attention to budget and 
standards variances is fairly widespread. Sord and Welsch have made it 
a special issue in their mail survey of budgeting practices in American 
Companies. They report (1958, p. 243) that for manufacturing units 
at plant management level about one half; at supervisor level about one 
third, and at foreman level about one-fourth of companies use meetings 
in results feedback. A summary of department meetings practices within 
my six plants is shown in fig. 12-2. The role of budget and standards 
performance feedback in these meetings varies: it may be an occasional 
issue, it may be a regular agenda item. 


---- 

Frequency of department meetings of: 


plant manager 
with second-line- 
managers 

second-line with 
first-line-managers 

first-line-managers 
with employees 

iLPHABET 

2 weeks 

not (once a month 
with plant mgr.) 

not 

iUROMAT 

1 week 

1-4 weeks 

2-3 months 

'OMBITEX 

1 week 

3 weeks 

3-6 months 

(YNAMO I 

not 

2-6 weeks 

not 

>YNAMO 2 

2 weeks 

(quality meeting) 

1 week 

not 

PICURE 

1 week 

not 

not 


[G. 12-2. Frequency of Department Meetings. 
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Theoretically, meetings are not necessary to discuss budget results where 
subordinates have their own budget. Problems can be identified with 
the subordinate affected and the communication is between the superior 
and the individual subordinate. Meetings are indispensable where sub¬ 
ordinates influence budget results collectively, as in the case of shift 
work mentioned before. 

My data show (p. 270) that all in all, meetings have a more positive 
effect on the attitude component of budget motivation than on the rele¬ 
vance component. This suggests that they are in many cases not indispens¬ 
able (at least from the point of view of budget results feedback) but that 
to the extent that they are seen by the subordinate as valuable, they help 
create positive attitudes towards the system. Philipsen (1965) has proven 
that meetings that are not seen as valuable are worse than no meetings at 
all. In my analysis of the effect of department meetings I have conse- 
quently treated the use of meetings as an input which can have positive 
(meetings held and seen as valuable), zero (no meetings held) and negative 
values (meetings held and seen as a waste of time). 

Some quotations from interviews will serve to illustrate how budget r 
and standards variances are used in department meetings and what 
people think of these meetings in general. 

The use of figures: 

‘We always begin discussing results: reject percentages, which have more 
meaning to the foremen than money’ (second-line-manager). 

In the meeting the department manager explains the results of the 
department in guilders. Every department is a small-scale plant. We 
buy from another department and sell again to the next. I think that’s 
good’ (first-line-manager). 

The foremen each in turn act as chairmen of the meeting. They must 
collect all data themselves and interpret them’ (second-line-manager). 
General usefulness of meetings: 

It is useful that we as managers of different departments learn to speak the 
same language’ (second-line-manager). 

‘The foremen must believe in the standards to be able to communicate 
them to the employees. The meetings have a kind of psychological 
influence on them’ (second-liilc-manager). 

We learn to know each other better. The figures could also be given 
in another way’ (first-line-manager). 
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‘The meetings are useful, even if they are spent on useless subjects 
(second-line-manager). 

‘The stress is cn personal contact and giving people a feelmg of involve¬ 
ment. The decisions that are taken could also be dictated by me (third- 
line-manager). 

No meetings: 

‘In principle my contact with my subordinates is made through walking 

‘into their office’ (third-line-manager). , 

‘We do not have the foremen together. We meet each other every day 

(Second-line-manager). 

‘I have about a daily contact with my boss and my assistants (second-Iine- 
; manager). 

Meetings valued negatively: . . f 

‘The meetings are worthless. I am not so much in favor of this kmd or 
meetings: they often degenerate into nagging. But I see no other way 
to communicate (third-line-manager). 

‘No, they are useless. They are a sleepy affair, where always the same 
people are bickering’ (second-line-manager). 

‘One does not get any support through these meetings, one is just fobbed 
off with promises if there is a problem’ (first-line-manager). 

The effects of meetings on attitudes 

In the statistical section on page 269 it is shown that interviewees who 
have an experience of successful meetings with their boss are different in 
a number of respects from those who miss this experience. 

1. They have more frequent contact with their boss about budgetary 
results and see their boss as more cost-conscious. 

2. They participate more in the setting of their budget, they think 

their department’s special problems are sufficiently taken account 
of in budget setting, and they feel they cannot work without stan¬ 
dards. , - 

3. They evaluate their own department s performance more in terms of 
■ budget results (see chapter 8, fig. 8-3 and also the dynamo case in 

chapter 8); they drink their department is not running efficiently 
enough, and they expect more improvement in the performance of 
1 their department. 





4. They have better communications with the budget and standards staff 
departments and feel less dominated by the staff. 

5. Finally, they appear to have a more positive attitude to life in general. * 
They do not believe, for example, that people are nowadays less 
willing to carry responsibility than they used to be. They are less 
authoritarian, and feel more free to disagree with the interviewer. 

This is confirmed when we study the results of the factor analysis of line 
management interview data (fig. 7-1). We fmd ‘frequent and useful 
department meetings’ belonging to factor 1 ‘independence’ from which 
especially the non-authoritarianism which goes with meetings becomes 
clear. The immediate question is again what is cause and what is effect: 
do meetings with boss and colleagues make a man less authoritarian, or 
do non-authoritarians rate meetings as useful and authoritarians as not 
useful? Looking at the details from my interviews I hold that both 
explanations are partly true. To some extent at least meetings do make 
people less authoritarian. The whole idea of two-way communication 
is non-authoritarian. Besides, higher levels managers are less authori¬ 
tarian (fig. 9-4) and through meetings they communicate their attitude 
to their subordinates, using the element of social pressure in any group 
which meets regularly. Deviant members are pressed to accept the less 
authoritarian group attitude. Group activities are the most effective 
way of changing attitudes. 

Fig. 12-1 draws also attention to the fact that in buromat and combitex 
there were periodic department meetings on the employee level. They 
appeared to function better in buromat, which is not surprising in view 
of the greater independence of the buromat foremen (compare the 
buromat case in chapter 9 and the combitex case in chapter 8 ). 


How to make meetings successful 

The success of a system of periodic department meetings depends, like 
any other superior-subordinate interaction, on the ability of the superior 
(Meuwese 1964), on the attitudes of the subordinates (Zaleznik 1965) 
and on the situation (Hutte 1959- 60, in particular III, p. 355). This was 
illustrated with astonishing clarity in the feedback sessions which the 
researcher conducted with groups of interviewees in the six plants (see 
chapter 6). The character of the discussions during these meetings 
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varied strongly from plant to plant and even from group to group 
within each plant, and these differences showed exactly the picture given 
by interviewees about the department meetings they used to participate 
in (or not). Groups that were accustomed to have a free exchange of 
views among themselves had a free exchange of views with the researcher 
too, even though an unknown observer and sometimes other company 
officials - up to the president of the company - were present. Groups 
whose members had complained about frustration in meetings showed 
a destructive behavior when confronted with the research feedback. 
Foremen who never participated in department meetings did not com¬ 
municate in the feedback meetings. It became clear from the feedback 
sessions that one factor which makes for a successful discussion is an 
experience of successful discussions in the past. A group has to become 
a team in order to have good meetings, and this takes time. A depart¬ 
ment manager who wants to start a program of periodic meetings with 
his subordinates should realize this and not expect free communication 
immediately. 

It was also clear from the feedback sessions that the ability of second- and 
third-line-managers to create a permissive atmosphere and to stimulate 
two-way communication varied widely. There is no substitute for 
self-awareness and sensitivity of a superior who wants to conduct success¬ 
ful meetings. 

The game spirit 

Altogether in the factor analysis four factors are positively correlated 
: with both budget relevance and budget attitude (see fig. 272 in the statis¬ 
tical section). They are the factors 1, 4, 5 and 6. Factor 1 (independence ) 
is related to the use of department meetings. Factor 4 (‘cost-conscious 
boss’) is related to frequency of contact between boss and subordinate 
about budget figures. Both have been analyzed earlier in this chapter. 
Factor 6 is related to external inputs into the budget system, like the 
budgetee’s age. It will be discussed in chapter 13. 

What is left is factor 5 which I called ‘cost-conscious self’. It has the 
highest loading for the ‘impression’ measure of relevance, but it also has 
positive loadings for attitude; in its overall effect on motivation it is 
second only to factor 4, the ‘cost-conscious boss’. Then factor 5 is the 
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only factor which has not only positive loadings for budget motivation, 
but also for job satisfaction and the absence of pressure. Factor 5 appears 
to represent the situation with the most favorable mix of outputs for the 
budget system: outputs leading to greater profitability for the enterprise 
and outputs related to the well-being of its people. 

The characteristics of the ‘cost-conscious self’ situation as they are reflected 
by the factor analysis table (fig. 7-1) are, in the order of importance shown 
by the factor loadings: 

- the cost-conscious self’ budgetees know exactly which costs they are 
responsible for (21) 

- there are relatively more of them among the higher-level line manage¬ 
ment of ALPHABET 

- they give the impression of a high budget relevance (17) 

- they think trying to attain the standards is a sport (25) 

- they consider the feedback information they receive as sufficiently 
understandable (50) 

- they are very satisfied with their job and department (53) 

- they are also found among the higher-level line management of 
EPICURE 

they have produced high scores on the quiz questions about general 
cost-consciousness, as described in chapter 10 (23). 

These people seem to be motivated to fulfill the standards or budgets from 
within, not through outside forces. They have an interest in cost 
problems shown by their high quiz scores; they see their own cost 
responsibility clearly defined. And they see standards attainment as a 
sport. 

‘I want to work with standards; then I know where I stand: I think it’s a 
kind of a sport’ (second-line-managcr). 

If standards are not used to pay people on, then it’s a sport. The job 
must be a sport’ (first-line-manager). 

We are stimulated to set high targets, it is a certain sportsmanship: at 
year-end we have the proud feeling we’ve made it’ (second-line-manager). 
Without standards we would sink away. For me it’s a sport to get the 
people to make it’ (first-line-manager). 

To make a budget gain that is as high as possible, that is the sport, but 
then people should accept a decent challenge in the standards’ (staff 
interviewee). 
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I think this ‘sport’ or ‘game’ aspect is the crucial element which makes the 
situation of these people different from that of others: 

- they show high motivation and involvement 

- they feel the standards are challenges for achievement 

- they have free scope for acting. They are not pressed from the outside. 

- the department’s results play a role in their appraisal, but not an 
extreme role (factor loading 0.24). The interviews give evidence that 
the department’s results are not used in a punitive way by the bosses 
of those high on the ‘cost-conscious self’ factor. There is a separation 
between the ‘real-life facts’ of appraisal and salary determination and 
the' area of results measured by standards. 

- they accept the rules of the budgeting system and the standards when 
these are set; there are no negative attitudes about any aspect of the 
budget system loading on factor 5. 

- they show a team spirit. In subgroups that have above average loadings 
on factor 5, there are no signs of ‘passing the buck to another depart¬ 
ment. The subgroup which is highest on factor 5, the alphabet 
higher-level group, was one of the most interested and constructive 
groups in the feedback sessions. It was rated favorably on all dimensions 
of the sessions by both researchers present. There was no need for the 
group leader to intervene: the discussion just went by itself The 
observing researcher described it*, ‘these people have an easy and playful 
way of getting along with each other’. 

If we compare this list of characteristics of‘cost-conscious self ’ - budgetees 
with the list of ‘play’ characteristics derived from Huizinga in chapter 
3 (p. 77), we see they are almost identical, except for the obvious 
difference that pure play is an activity carried out for its own sake and 
budget control, we hope, is not. But budget control fits in with the list 
of elements of human culture which Huizinga shows to have a game 
character. The interesting fact is now that to the degree that this game 
character can develop itself the budget system will serve its goals towards 
both the enterprise and its members better. 

How the game spirit is created 

The decisive factor in creating the game spirit in budget control is the 
attitude of the boss. I have met managers in this study who were radiating 
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enthusiasm towards their subordinates: they were the most successful in 
creating the game spirit. The manager should handle his subordinates as 
a team, and the use of meetings can be helpful to create the team spirit. 
The different subordinates are fellow players in the game, not opponents. 
The opponent is Nature, inefficiency or maybe a competing company. 
The essence of good budgeting is cooperation’ (Tovey, 1963). The 
manager should show interest in his subordinate’s results, but in a correc¬ 
tive, not in a punitive way, and he should listen to them before he judges. 
The most important characteristic for the manager is perhaps trust, which 
creates the atmosphere of safety in which the team spirit can operate. 
Finally he should execute his umbrella function and protect his subordi¬ 
nates from any undue pressure or alarming information by higher 
superiors or staff departments which would spoil the game. 

The game spirit will be easier to realize in a small company than in a big 
one. The need for more coordination in the bigger company will tend 
to limit the amount of free scope necessary for the game spirit. There is 
a danger in the larger corporation that the coordination function of the budget 
destroys the motivation function of it. The solution is in deliberately creating 
the free scope which is psychologically necessary. The use of statistical 
techniques in budget control analogous to those used in quality control 
can guarantee that the need for coordination is still satisfied. This was 
not practised in any company in this study; good applications are still 
rare. Still I strongly recommend experimentation with the introduction 
of Control Limits for budgets as described in chapter 4, especially for the 
larger corporations. They have a promising potential as technical tools 
to reach an economical and psychological optimum. 

It is possible that the technology used in the particular company influences 
the possibility of creating the game spirit. When for example parts of the 
organization are technologically independent - this was the case in 
epicure - it is much easier for a manager to know exactly which costs he 
is responsible for, to feel the challenge and to pass it to his subordinates. 
The more technologically interdependent a company becomes, the less 
clear-cut the responsibilities for results, the less clear the challenge of the 
game. In these situations it will demand more leadership and managerial 
creativity to maintain the game atmosphere. 

The role of the staff departments in bringing about the game spirit is 
unfortunately again hygienic. By supplying insufficient or unclear 
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information or by exerting undue pressure they can spoil the game, but 
they cannot create the game spirit on their own. Their wisest policy is 
probably self-restraint. 

Statistical analysis of data used in Chapter 12 
Variables used in this Chapter 

The variables from the list in Appendix E 2 which are relevant to superior-subordinate 
communication and have not yet been introduced in previous chapters are: 
a. Variables dealing with individual superior-subordinate control and with meetings: 

45. Frequency and usefulness of meetings with boss and colleagues. The score was 
based upon the interviewee’s boss’ statement about the frequency of these meetings 
(1 = never to 5 = daily) and the interviewee’s judgment about their usefulness 
(2 - useless, 3 - doubtful, 4 - useful). The score can be read from this table: 


frequency: 

1 

2 

3 

4 

5 

usefulness 2 

5 

4 

3 

2 

1 

3 

5 

5 

5 

5 

5 

4 

5 

6 

7 

8 

9 


So if meetings are seen as useless, the higher their frequency, the lower the score; if 
meetings are seen as useful, the higher their frequency, the higher the score. 

46. Frequency of personal superior-subordinate contact about budget figures (‘boss 
discusses budget variances’). This is the combined score on the open question E 6 
(Appendix D 3): ‘Does your boss ever discuss budget variances or other perfor¬ 
mance figures of the department with you? and the attitude survey item: ‘My boss 
discusses the department’s costs with me’; these two measures are intercorrelated 
with r = 0.55***. 

47. Boss asks my ideas; this is the combined score on two attitude survey items: 

‘My boss rejects my ideas for improvement’ (scored negatively). 

‘My boss asks my opinion about matters concerning my area of work’ (scored 
positively). These two are intercorrelated with r = 0.34***. 

48. Boss works on cost reduction: this is the score on the attitude survey item: ‘My 
boss is continuously working on cost reduction’. 

The intercorrelations between these variables are shown in fig. 12-3. 

b. Variables dealing with performance appraisal 

27. Attitude survey item: ‘A foreman’s performance can well be appraised on his 
efforts to meet standards’. 

43. Rank order of‘department’s results’ in boss’ appraisal, obtained by ranking of cards 
(actual rank orders are deducted from 10 so that an important rank is now represen¬ 
ted by a high score). 

44. Rank order of‘cost-consciousness’ in boss’ appraisal (scored like 43). 
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The figure between brackets is the only deviant correlation within subgroups. 

* significant at 0.05 level 
** significant at 0.005 level 
*** significant at 0.0005 level 

pig. 12-3. Intercorrelations of Variables Dealing with Superior-Subordinate Com¬ 
munication 

56. My performance is justly appraised and my career depends on myself: this is the 
combined score on two attitude survey items: 

‘I think my performance is justly appraised here’ 

‘My career opportunities here .depend first of all on myself’. 

These two are intercorrelated with r = 0.35***. 

The mtercofrelations between the variables dealing with performance appraisal are 
shown in fig. 12-4. 


27 


56 


A foreman's performance can well be appraised 
on his efforts to meet standards 


Rank order of 'department's results' 
in boss' appraisal 


Rank order of 'cost consciousness' 
in boss' appnoisal 


My performance is justly appraised 
and my career depends on myself 



The figure between brackets is the only deviant intcrcorrelation within subgroups 
* significant at 0.05 level 


12-4. Intercorrelations of Variables Dealing with Performance Appraisal. 
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F* 
★ 
★ 
★ 
★ 

0 . 22 * 


c An important variable is also: . , 

2S . Attitude survey item: ‘I drink trying to attain the standards ,s a sport . 

Correlations with the output variables 

Fig 12-5 shows the correlation of the 9 variables introduced above with relevance, 

with variable 4$: frequent and useful department meetings, besides those m tig. 3 

and i2~5» are 0.21* 

29. High participation in budget-setting 

33. Sufficient account of special problems in budget-setting ^ 

,, Cannot work without standards . , 

i 38 ', High correlation between own subjective evaluation and budget variance -o.^ 

26. My department not efficient enough q ^ 

36. Expects improvement in performance 

51. Good communication with staff -0.24* 

49. Does not desire less staff influence 0.26* 

58. Positive attitude to life 0.36** 

I 59. Non-authoritarian _ Q 24 * 

^ te^T^ - (*> wotks on relevance and attitude both, but aiso on 

asks ideas (47) works on job satisfaction and prevents pressure. 

? Boss asks ideas W) J h mfks continuolls! y otl cost reduction, 

I had expected that is, that there would be a correlation between 

perceived relevance for the boss and relevance for the subordinate. This is not the 
It appears that it is the fact that the boss talks about results figures, not just the fact 

' he b seen as cost-conscious, which makes for budget relevance in a subordinate. 

n,ad expected that 27, the opinion that .fireman's perfonnance can welt be appmsed ! , 

... ,fr 0 J la meet standards, would be correlated with relevance. This is not the case. 
Thefdea of appraising a foreman’s performance through Ills efforts to meet standards is 

Ilpear“ When we look a, total data shows that the amount of ‘results' in apprmsal 
accented as fair must differ from plant to plan or between hierarchical levels. 

' Rank order of “ cost-consciousness” in the boss’ appraisal (44) only affects the | m P ressl ° 

1 , TJ L correlations with the other measure of relevance are negative; all in all, 

: r Ssi-co—ss’ without tying it explicitly ,0 the standards does ntn seem 

i to be very important for motivation . When performance appraxsal . s seen as just (56), 

: as a sport (25) has no direct significant correlation on 

motivation, it! an intervening variable in factor 5 in the factor analyse and helps .0 
explain this factor. 
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! standards is a snort- I | °’° 2 °'° -o.i3(-o.02) -o.02(-o.o2) o.2i*(o.i2) 0.01(0.00) 







correlations with: 



Variables: 

17 

Relevance 

(impress.) 

18 

Relevance 
, (quests.) 

19 

Attitude 

(impress.) 

20 

Attitude 

(quests.) 

29 

Budget participation 

0.56*** 

0.34** 

0.28** 

0.29** 

46 

Frequency of personal contact 
with boss about figures 

0.36*** 

0.23* 

0.26 

0.31** 

21 

Know exactly for which costs 
responsible 

0.31** 

0.28** 

0.22* 

0.28** 

45 

Frequent and useful depart¬ 
ment meetings 

—--- 

0.16 

. 

0.16 

0.30** 

0.27* 


: i * significant at o.o S level, ** significant at 0.005 level, *** significant at 0.0005 level 
j FIG. 12-6. Review of Inputs with the Strongest Overall Correlations with Relevance 


and Attitude. 


In fie 12-6 a review is shown of the four input variables with the strongest overall 
correlations with relevance and attitude. In the text of this chapter this is used to show 
the important role of the budgeted boss in his budget motivation. 


Factor loadings for the output variables 

Finally fig. 12-7 is a table of factor loadings for the six output variables m the line 
factor analysis. In the text of this chapter this serves to illustrate the importance of the 
‘cost-conscious self’factor, which is related to the game spirit and which is the only 
factor with positive loadings for all six output variables. 


Figures between brackets are correlations within subgroups 

* significant at 0.05 level, ** significant at 0.005 level, *** significant at 0.0005 level 

fig. 12-5. Correlations of Variables dealing with Superior - Subordinate Communi¬ 
cation with Relevance, Attitude, Job Satisfaction and Pressure. 


271 





272 




CHAPTER 13 
AGE, EDUCATION, 


PERSONALITY AND CULTURE 


Summary of this Chapter 

This chapter collects the available conclusions about inputs into the budget 
system which originate from the kind of people the budgetees are themselv . 
how old they are, how long they have been in their jobs, what is the influence 
of their hierarchical and educational level, and which aspects of the,r persona lty 

new in the job appear to increase the use a budgetee makes of the figures he gets. 

| This indicates that a job rotation policy which limits the per,od people stay m the 
I Jmne 12 may increase the practical use of budge, figures. Hierarch,ca and 
educational level in themselves are probably less important as inputs 
system. Hierarchical level goes together with lower authoritarianism’ however, 
which is probably instrumental in creating more favorable budget attitudes T 
Interview data reveal two other personality factors: job involvement and self 
■ satisfaction. Job involvement is influenced by cultural norms. Although job 
; ement and self-satisfaction probably affect jo ^ 

faction in general, they have no direct significance for budget motivation. 

Who are the budgetees? 

Organizational systems like budget systems ate open systems: they 
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interact with the environment. Management alone does not determine 

tenstics ot the kind of people the budgetees are: their age and educational 

onther n ’ Ut ,al S0 ^ b f“ “d fundamental attitudes which defend 
r , P ersonal « le s and also on the cultural influences to which they 
have been exposed throughout their lives These innuts min 
-non are not wholly external, because management can exertTome 

It " I , f w “ 8k ‘7’“ ,T “*■°t 

rotation polices. If we consider only the budget system we can safelv 
describe them as external inputs however: decisions about plant Lit 
and hiring and promotion of line managers will generally be mafle 
other grounds than their impact on the budget systl Ss Iptefwlll 
try to show what the effect of such decisions on a budget systemS 

th^eVgrotps WlU ^ analyZe<1 “ AiS Cl “ pter “ n be divide <> into 


1. Age and length of service in the job 

2 . Hierarchical and educational level 
3- Aspects of personality and culture. 


Age and job rotation 

People’s age and the generation they belong to - the two are inseparable 
of course - influence people’s reaction on figures: parable 

ecently the group of foremen has been somewhat rejuvenated The 
yoimger ones understand figures and want to use them’ (staff,nte vfewS 
This may be just the way our society develops: modern man has I be 

sIvIe^ S T' C ° nSaOUS ' Groffen(l 9 6 5), dealing with rationality in business 
suggests that younger people will more easily derive satisfLonTirol 
woring rationally than older people. He relates this to the period in 
he life of these older people they are in: they question what they We a 
comphshed in life, and not having found it in rationality tW pu more 

."SL°d\“ir d » «" 

In chapter 8 we have seen both in my data and m the results of Stedry and 
Kay s experiment that age is a possible determinant of how a budgetee 
reacts on a budget system. For example, whether he is challenged or 
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discouraged by very tight standards, or whether he expects improve¬ 
ments or not. In the statistical section of this chapter (fig. 13-4) we see 
that within plants the older people tend to report more pressure. Age is 
strongly correlated with another aspect: the length of time in the present 
function. In the factor analysis a short time in the present job and lower 
age turn up as the decisive variables for factor no. 6. As ‘short time in the 
present job’ has the higher loading of the two on this factor, I have called 
it ‘job rotation’. By a policy of job rotation management can deliber¬ 
ately limit the time people serve in a particular job. The ‘job rotation’ 
factor in the factor analysis, which also stands for ‘younger people’, 
represents a situation where there is more expectation of improvement, 
more ready knowledge of figures about performance and standards, and 
a high correlation between own subjective evaluation of performance and 
budget variance. This is clearly a situation, therefore, of more interest 
in and use of figures. In chapter 12, fig. 12-7 we see that the ‘job rotation’ 
factor has positive loadings for both relevance and attitude, though not 
very high ones. It is neutral on job satisfaction and pressure. 

Above I have offered an explanation for a relationship between preference 
for figures and youth. It can also be defended that the main cause for the 
preference for figures is the job rotation. Klein (1965) in describing the 
situation in a department of a large international company concludes 
that the policy this company followed to keep people moving from job 
to job acted as a second order control: it controlled the controllers and 
forced them to use the (first-order) controls built into the system, 
because they had no time to build up the experience to do their job in a 
different way. The manager who has to tackle a new job will seize all 
:he control tools offered to him. The manager who has been in the 
job for twenty years will probably feel that the figures can’t tell him 
much he doesn’t already know. 

dierarchical and educational level 

t is not surprising that there is a strong correlation between the level in 
:he hierarchy of the interviewed line managers (first-line versus higher) 
hid their educational level. In the Netherlands, foremen are mostly 
iromoted from the ranks and they seldom have more than lower voca- 
ional training; second-line and higher-level managers are hired for these 
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positions among people with a secondary school, higher vocational or 
college education. Only in some trades like the graphic trade to which 
alphabet belongs is there an open career path from bottom to top. In 
this case the people who are promoted are those who extend formal 
training by evening courses. In one other plant in my sample the second- 
level managers had come through the ranks; here the career stop was 
between second-and third-line management. 

Educational and hierarchical level of budgetees is correlated to budget 
relevance and to budget attitude. It is questionable whether this is a= 
direct causal relationship, because, for example, hierarchical level is 
strongly correlated with budget participation and this in turn is corre¬ 
lated with relevance and attitude. The way the correlations are sorted 
out by the factor analysis, higher hierarchical level is only important 
in factor i: ‘independence’ which deals with the issue of frequent and 
useful department meetings and has a positive attitude as an output. 
Although it is impossible to get a conclusive picture of causes and effects f 
from my data, my impression is that higher hierarchical level is not so 
much a cause but as the system was organized in my six plants there just 
happened to be more inputs which led to higher budget motivation for 
those at the higher levels in the hierarchy. One of them is non-authori- 
ritarianism which will be analyzed below. Educational level does not 
play an important role in the factor analysis at all, which suggests its 
influence on the functioning of the budget system is negligible. 


Personality and cultural influences: authoritarianism 

There were three fundamental attitudes in the budgetees which appearec 
to play a role in that part of the budget system which I could measure: 

a. Authoritarianism 

b. The theory Y-attitude in the terminology of McGregor (i960) 
expressed in the belief that ‘working comes naturally to most people’ 

c. A feeling of self-satisfaction. 

We have met authoritarianism as a characteristic influencing people’ 
reaction on participation in chapter 9. In the statistical section on pagt 
282 it appears that two other attitudes are closely related to authori¬ 
tarianism: ‘yes-men-ship’, that is the tendency of interviewees to demon¬ 
strate agreement with the interviewer, and a less positive attitude to lifl 
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in matters like whether people are less willing nowadays to earry respon¬ 
sibility than they used to be^ n that aut horitarianism is 

We see in fug. 13-3 » *f e stat , , ^ lower level is more 

strongly correlated * chapter 9 (fig- 9-4)- The corre- 

authontana . ^ wit h educational level, which 

mdicates that it is theta laitls t he lower authoritarianism. 

higher education level and perio d * th e job. Age 

Authoritarianism is correlation of authoritarianism with age 

thC rUtZtJt It illustrates what1 wrote in 

chapter^: teeTa tendency towards democratization; soaal norms are 
shifting in that absolute dependence is 

-s-wt £ 

£instead of more 

chapter 13 we have seen that budg<**tld to be less 
' department meetings with their oss g disagree more 

" ** .v»»»«^ rr'" “ 


ext 


about it 


input 10 uit, w — - * 1 . 

by using group methods of leadership. 


Theory Y and job involvement 

. , . 1 ‘ T u e Human Side of Enterprise’ intro- 

rfot i.« » sW *«=*; r“P k 

which they are committed (McGicgor, i 960 , p. 33 47; 
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attitude iKm “Wo^kka but,eeWes t *' w '* n these extremes by an 

who agree more Tf '/”* 

to be more *X’ We have air• i Y ’ pCOp e w ^° disagree 

chap "" “t** 

iZ y Z t;“'e„“,“,7',Tid",, ^ ““f. 

the interviews- for e-x-amnl v, ' ^ Steady notice this during 

hne ma™id £ ““^rian second? 

morelike a!L\ df! “ Tt Alth ° U S h this looks 

survey was toward the ‘X’ side. r °° te ^ ^ ° n the attitude 

Itlysh rCTL£hatTeo£x ate V With i bud f et motivation - T he factor 
Mother WWch £/ ery 

for the feeling ‘this nlant , " j , 8h loadm 8 °n tins factor 

survey item. ThTtheory'vT*7? "T ’ ^ ” als0 “ at “ tude 
people’) and the feehng Lf Vh f T”*®? COmCS naturall y to most 
intercorrelated The ? t £ P lant demands m y utmost’ are strongly 

and r ng r for Wime 

£=fl=Sl=S=S5 

zr r f £ e pe 7 le , ? ^ 

different from the worker” there. 0 A^mut'th t ** ** “ 0t T“* 

K ^ tU t m ° Ver f* ^yZclt^onZ 

oivement is both a personality and a cultural factor. 
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In dynamo 2 it is influenced by the particular cultural climate in a rural 
area somewhere in the northern part of the Netherlands, but the job 
involved’ people exist in lesser numbers in other plants as well. Lodahl 
(1964) and Lodahl & Kejner (1964) have found in the U.S.A. a factor 
‘job involvement’ in the job attitudes of factory workers, nurses, en¬ 
gineers and students which is very similar to the factor described above. 
Job involvement is described by them as ‘a general value-orientation 
dealing with why people prefer work to idleness’ (Lodahl, 1964, p. 513). 
Lodahl and Kejner see it as operationalizing the ‘Protestant Ethic’, a 

cultural norm which operates in people. 

The ‘job involvement’ factor, though probably important for job 
motivation in general, is fairly neutral on budget motivation job 
satisfaction and pressure (fig. 12-7). It is not a crucial input in the budget 
system. We saw in chapter 8 that job involved people tend to see their 
standards as tight without having any negative attitudes about this. Job 
involvement is probably one of the factors which positively influence 
people’s tolerance for tight standards. 

Self-satisfaction 

The factor analysis revealed one other factor which is rather neutral oil 
budget motivation and pressure, and which only appears to bear some 
relationship to job satisfaction. I called this factor self-satisfaction. It 
is the only factor which is distributed equally over all subgroups: all 
hierarchical groups in all plants have some ‘self-satisfaction’ people. 
They are the ones who evaluate their own department’s performance 
highly, but who do not follow the budget variances in their judgment; 
their ability is rated highly by their boss and the personnel manager. They 
feel their influence on what goes on in the plant is low and should be 
higher; nevertheless, they are the ones who participate most in tfle 
setting of technical standards and they are more often consulted by their 
: boss than others. These people seem to be the self-confident, clever 
managers. Their cleverness, however, has no meaning as an input to the 
budget system. 

The impact on budget systems of Dutch, European or Western culture 
This entire study was carried out in the specific cultural setting of in- 
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dustry in the Netherlands - a country of 12 million people, 04% of the 
world s population. To what extent are the conclusions drawn valid for 
budget systems m industry outside the Netherlands? 

We can consider various degrees of extension of the scope of our con¬ 
clusions : 

1. From the Netherlands to W^estern Europe 

2. From Western Europe to the ‘Western World’, including U.S.A. and 
other non-European ‘Western’ countries. 

3. From the Western World to a world-wide scale. 

Although of course every country in Western Europe has its specific 
cultural idiosyncrasies - which can be much of a problem - there is 
sufficient similarity in industrial practice and cultural values to assume 
that a research project like this carried out in another West-European 
country would not have yielded very different results, provided that the 
same type of well-organized participating companies were chosen 
The possible influence of the difference between the industrial climates 
m Europe and U.S.A. must be considered more sharply. It is a problem 
which intrigues both Americans (Harbison & Burgess, 1954; Kast, 1964) 
and Europeans (Nowotny, 1964). There are some aspects of the difference 
winch may be relevant to the functioning of budget systems on either 
side of the Atlanctic. For example, American managers are supposed 
to be more dollar-cost conscious (I would like, however, to see this 
proven). There is probably more pressure in the U.S. way of managing, 
and more job rotation, if only because managers are more easily fired 
In the European situation there prevails, as we saw in chapter 2, often a 
more theoretical and less practical attitude of budget accountants, which 
makes it more difficult for European managers to get the informational 
services they need to use the budget system as a management tool. 

c now edging these differences I still believe that my conclusions about 
the functioning of budget systems are meaningful for the American 
situation too, as so many details in my findings agree with what resear¬ 
chers m the U.S. have found. 

I doubt very much if my conclusions are valid outside the industrialized 
countries and even for non-Westem industrialized countries like Japan. 
Although Likert (1963) sees a trend towards a world-wide theory of 
management, I believe the influence of Western cultural values like 
achievement (McClelland, 1961) in the system is so strong that in non- 
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Western countries systems like these will work quite differently. The 
same of budget control as I described it is a Western game. 

statistical analysis of data used in Chapter 13 
Variables used in this Chapter 

Demographic variables 
. Hierarchical level 

4. Age group (9 classes) 

5. Classification number of years in present job (same level, not necessary same 
department; 4 classes) 

6. Classification educational level (5 classes). 

*. Personality variables 

5. Attitude survey item: ‘This plant demands my utmost’ (scored negatively). 

7. Attitude survey item: ‘Working comes naturally to most people’. 

8. Positive attitude to life. This is the combined score on two attitude survey items, 
both scored negatively: 

‘People nowadays are less willing to carry responsibility than they used to be’, and 
‘If the labor market gets less tight, personnel management will get tougher again 
here’. 

These two are intercorrelated with r = 0.35***. 

9. Non-authoritarianism and 60. Yes-men-index: see the statistical section of chapter 
9. Yes-men-index is simply the number of ‘always’ or ‘mostly’ answers on attitude 
survey items. 

; The intercorrelations between the demographic variables are shown in fig. 13-1. 

The variables split into two pairs: age 4- period in present job, and hierarchical + 

, educational level, each strongly intercorrelated. 



:g. 13-1. Intercorrelations Between Demographic Varibales. 
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The intercorrelations between the personality variables are shown in fig. 13-2. Here w 
have two groups: 55 4- 57 (Theory Y, etc.) and 58-59-60 (non-authoritarianism, etc.) 



Figures between brackets are correlations within subgroups 

* significant at 0.05 level, ** significant at 0.005 level, *** significant at 0.0005 levt 
fig. 13-2. Intercorrelations Between Personality Variables 

Variable 55 and 57 are also correlated with no. 60 ‘yes-men-index’. As 55 is score' 
negatively, this indicates that those who answer more positively to attitude surve' 
questions in general (the yes-men), also score more positively on no. 55 and 57. It point 
to some bias in the fact that the items ‘this plant demands my utmost’ and ‘workinj 
comes naturally to most people’ were positively formulated only. 

In fig. 13-3 the correlations between demographic and personality variables are shown 
The feeling that the plant demands the utmost is weaker for the higher hierarchic! 
level and for those who are more recent in their job. 

The three variables of the ‘non-authoritarianism’ group are stronger correlated wit 
hierarchical level than with educational level and stronger with age than with perio 
in the job. 

Finally fig. 13-4 shows the correlations of the demographic and personality variable 
with the six outputs. There are strong differences between the correlations with th 
‘impression’ and the ‘questions’ measure of relevance. As we have seen, the interviewe 
in rating his impression about relevance was rating motivation from within rather tha 
through pressure from outside. This motivation from within is correlated with educa 
tional level and with the absence of yes-menship. None of the variables in fig. 13-4 hi 
correlations with budget relevance measured by questions. 
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The correlation between attitude and non-authoritarianism is due to between-plant 
iifferenccs, it does not hold true within plants. There are level differences in non- 
uthoritarianism, as fig. 9-4 has shown. 

The correlation of ‘job satisfaction’ with ‘yes-men-index’ points again to the bias of 
cumulating attitude surveys items only positively: both items in the ‘job satisfaction’ 
core were formulated this way. The correlation between job satisfaction and the belief 
hat working conies natural to most people may be due to the same cause (both are 
ased on positive attitude survey items). 


! 

i 

» 

i 

t 
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CHAPTER 14 

TECHNOLOGY AND MARKET 


Summary of this Chapter 

Technological and market influences have an important impact on how hudg 
systetns function. Explanations of differences in budget relevance level betwei 
plants can be found in three areas: 

1. Differences in the product cost structure between plants, leading to a differen 
in plant management’s possible contribution to profits. 

2. The difference between a dynamic and a static product cost which is immedu 
tely related to the type of product and the technology of its manufacture. 

3. Differences in the managerial climate which is dominated by the specij 
interests of the people in top management , who in their turn are influena 
by their market. 

These external explanations of what was found in this study serve to complt 
the picture of influences upon budget systems in an interdisciplinary way. 


How technology and market can influence a budget system 

In this chapter we will analyze the impact upon a budget system < 
another group of inputs which are outside management s reach, tl 
particular technology of the plant and forces on the market. In this ca 
there is no doubt about their being fully external to the system (fig. 4~2 
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fhe five companies belong to five different trades with different techno- 
bgies and different markets. The way the budget systems in the five 
ompanies can be influenced by these external inputs is for example 



\ The scope left to plant management in contributing to the profi¬ 
tability of the company. 

. The amount of external pressure for cost reduction and the internal 

. technological possibilities to realize it. 

The kind of people who are found in the top positions of the organi¬ 
zation who are themselves influenced by their market and whose 
main interest will pervade the organization, as well as the caliber of 
the people at lower levels in the organization. I will now show how 
these different kinds of influences worked in the five companies of 
this study. 

lant management’s contribution to profits 

l useful economic distinction for our case can be made along the lines of 
structure (Mellcrowicz, 1958, p. 44). Fig. 14-1 shows the split-up of 


ALPHABET BUROMAT DYNAMO COMBITEX EPICURE 



I 


LABOR COST 
' MATERIALS COST 
CAPITAL COST 

3 . 14-1. The Structure of Product Cost in the Five Companies 
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total product cost in the five companies in three parts: I. wages, salarie: 
and social security cost, that is total cost for direct and indirect labor, 
II. materials and work done by subcontractors, including ‘services’, energ-j 
and the like; III depreciation and other costs: the cost of capital invest¬ 
ments. 

We see that only alphabet is labor-intensive (labor costs form the larges 
part of costs); all other companies are materials-intensive. Now ii 
general the scope for cost control by lower-level management is de¬ 
creasing in the order I-II-III. Management at the lower levels can mor 
often do more percentwise about labor cost than about materials cost ant 
more about materials cost than about capital cost. There are exception 
to this rule, and traditionally in many industries the attention given t< 
labor cost control has perhaps been exaggerated and materials cos 
control has been neglected, but the rule remains true. Therefore, b; 
ranking the five companies in order of labor cost percentage like ii 
fig. 14-1, we also rank them as well as possible in order of scope for cos 
control by lower-level-management: this scope is greatest in alphabet 
smallest in epicure. In the food industry where epicure operates, 10^, 
of labor savings can be offset by 1% increase of raw materials price, an< 
price fluctuations of raw material are often larger than that. 

I have classified the five companies by budget relevance, taking th 
average score over both higher-level and first-line management and ove 
the ‘impression’ and the ‘questions’ measure for budget relevance. Th 
companies rank on this average budget relevance score as follows: 


buromat 8.0 

ALPHABET 7-3 

DYNAMO 1+2 7.O 
EPICURE 6.9 

COMBITEX 6.8 


We see that buromat and alphabet have the highest relevance, epicup 
and COMBITEX the lowest. The agreement of this sequence with th 
sequence of labor cost percentage in fig. 14-1 is not accidental, althoug 
it does not reach statistical significance. The contribution that goo 
budget control can make to company profits is much greater in buroma 
and alphabet than in epicure and combitex. 

Of course I have found in the chapter 8 through 12 many internal reasoi 
in management behavior in the plants why alphabet and buroma 
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should have higher budget relevance and epicure and combitex lower. 

It looks contradictory that I now relate these differences in relevance to 
in external cause, but it is not. We may remember from chapter 5 that 
all five companies were well managed; they belonged to the best organi¬ 
zed in their trade. If then management in epicure and combitex pays 
less attention to budget control and therefore the budget relevance in 
those plants is lower, it is because there is less in it for them: it is not 
as urgent as it is for buromat and alphabet. A good company receives 
Ihe organization which the circumstances demand. The same phenomena 
in a system can often be explained externally as well as internally, but 
the external causes are more fundamental. 

The contribution to profits by an individual plant manager is also limited 
by the degree of technological interdependence between his plant and 
other parts of the organization such as research and development. 
On the level of department management, the same is true for techno¬ 
logical interdependence between departments and between staff and line. 
We met this issue earlier: in chapter 10 when dealing with decentrali¬ 
zation of account structures and in chapter 12 when dealing with realizing 
the game spirit. When cost responsibility can be seen only as jomt 
'responsibility rather than as individual responsibility, this influences the 
(system. Realizing a high budget relevance in this case will demand 
’greater skills of the budgetee’s superiors. A budgeted s scope in con¬ 
tributing to profits is a quantification of his operational control as defined 
.in chapter 1. I have tried to measure ‘operational control by subjective 
ratings (Appendix B). Although these ratings give interesting infor¬ 
mation about how different levels in the hierarchy see each other, they 
.appear to be too subjective to offer any clues for a comparison between 
technologies. They contain more information about the interviewee 
than about his circumstances. 

Cost dynamics and cost reduction pressure 

The speed of technological development was quite different in the five 
companies, bijromat and dynamo were the plants with a highly engi¬ 
neered technical product; their production methods were subject to 
continuous improvement. In all five plants I have studied the develop¬ 
ment of the actual production cost of one typical product in the past two 
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years. Taking the slow inflation (about 3% per year) in the Netherland 
in this period into account I found for both buromat and epicure a cos 
reduction of around 15% per year. This is based upon one product, an< 
of course the total lifetime of technical products is limited so that nev 
products keep coming in at high cost levels and old product lines ar 
stopped at low cost levels; total departmental cost does not sink 15% ; 
year. Still cost development is clearly dynamic in buromat and dynamo 
In the other three plants types of products as well as manufacturing 
development were more static: yearly changes were only a few percents 
The difference between dynamic and static cost development is an im¬ 
portant input into the budget system. In buromat and dynamo a regula 
adaptation of standards is normal. Everybody knows and expects tha 
next year s standards will be lower than this year’s. This attitude guaran¬ 
tees that standards will not easily ‘freeze’, even for less dynamic parts of th< 
production process. In the other three plants the historical element ir 
standards and budgets is much stronger. As costs tend to be static 
budgetmg has the character of watching the status quo and seeing tha 
things do not get out of hand rather than of planning cost reduction. I 
is more difficult to maintain continuous cost-reduction consciousness ir 
this situation, and cost reduction drives (chapter 2, p. 34) every fev 
years may be necessary. 

Companies go through periods in which cost reduction pressure fron: 
the market is high and periods in which it is lower. In periods of higl 
external cost reduction pressure this will penetrate into the budget systen 
through the management hierarchy. 

'It is important for the psychologist to realize . . . that economic pressure is often a 
important in determining the outlook and conditions within a firm as anything whicl 
can readily be changed within the factory itself'(J. A. C. Brown, 1954, p. 118). 

The research project did not coincide in any of the plants with a period ol 
exceptionally high budget pressure. Besides I studied each plant at one 
point in time, so that I have no data for studying how the functioning of 
the budget system in a particular plant would change through time becau¬ 
se of fluctuating outside economic pressure. I assume that it will, howe¬ 
ver, and the effects of increased pressure through the managerial hierarchy 
can be concluded from chapter 12. 
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Technology, market, and managerial climate 

In a well-known study about the organization of a bank, Argyns (1954) 
describes how this type of business automatically selects a certain breed 
bf employees which he calls ‘the right type’: polite, tactful, security- 

oriented, non-dynamic. All types of business have to some extent their 

right type’ which is found first of all in the top positions. The Dutch 
Sociologist Horringa uses the term managerial climate , which he defines 
as: “the typical atmosphere in a certain type of business, characterized by 
ihe kind of people in top management who in their turn are strong y 
influenced by the market problems they have to cope with; this atmos¬ 
phere is also partly determined by the technology of the manufacturing 
process, the educational level of lower management and finally by the 
kind of workers which are attracted to this type of business (Horringa, 
1965 p. 57 , my translation). Horringa gives a typology of managerial 
dimates based on who is the key man in top management: the purchaser s 
climate, the fashion climate, the engineer’s climate and the service climate. 
Applying Horringa’s typology to my five companies I must put alphabet 
in the service climate, alphabet, like most graphic companies (Ruckstuhl, 
i960) sells services rather than products. Throughout its organization 
people are impressed with the necessity of following the customer s 
whims. Emergency orders can change preset plans on very short notice. 
Strict organizational systems are difficult to realize in such a situation 
and this will be reflected upon the functioning of budgets and standards. 
The way these systems actually worked in alphabet meant a remarkable 

managerial achievement. , 

BUBOMAT, combitex and DYNAMO in Horringa s typology be ong o 
engineer’s climate. This one is the most prone to rationality and m this 
case the functioning of the budget system will meet the least difficulties. 
EPICURE has an outspoken purchaser’s climate. Economically, manufac¬ 
turing is of secondary importance to epicure, which is reflected by the 
fact that the top manufacturing manager ranks below the top purchasing 
manager. The key people in such an organization do not have a natural 
interest in manufacturing cost control. We saw in chapter n that the 
manufacturing standards system in epicure was run as an internal affair 
of the manufacturing function, not integrated, in the total company 
budget control. This is typical for the purchaser s climate. 
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The interdisciplinary approach 


In this chapter we have seen three ways to explain the impact of techno- 
logy and market on the functioning of budget systems. The three 
approaches supplement and give greater depth to the micro-analysis 
of budget systems in the chapters 8 through 13. This chapter has tried 
o make the analysis of budget systems truly interdisciplinary by adding 
to the socio-psychological point of view of the previous chapters a 
number of considerations based on economic, technological and socio- 
logical distinctions. 
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Part IV - The Research Implications 

i 


CHAPTER 15 

PRACTICAL RECOMMENDATIONS 


Summary of this Chapter 

1 In this chapter the results of this study have been translated into practical advice 
to those in business who have to work - and live - wth budgets and budgetary 
standards. This advice is based upon the situation of the manufacturing com¬ 
pany. There are separate recommendations for: 

1. Company top management 
] 2. The top and middle management of the plant 
‘ 3. The plant foremen or first-line-managers 

4. The company andfor plant controller 

5. The budget accountant 

6 . The work study engineer 

7. The personnel manager 

Recommendations to company top management 

These recommendations are aimed at top management of a manufac¬ 
turing company, which for its manufacturing operations either uses 
budget control and wants to improve its functioning, or does not use 
budget control and wants to introduce it. The recommendations in this 
chapter go to some extent beyond the immediate conclusions ot tins 
■ study. Tins is unavoidable, as any researcher will realize when he steps 
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“° nt a a C r ° e milltant role - recommendations to company top manage- 

Realize that the budget control system is your tool to manage your 

J ' p “ t “ yo "' “■ - y ~ 

When setting budgets, have the decisions which must be taken at your 
level, hke the choice of product lines and production volume, taken 
txrst and then communicated to your subordinates. Then ask your 
subordinates to prepare the draft budgets at the lowest possible level of 
management and have them consolidated at each next higher level If 
they cannot be accepted and have to be revised, take the time to discuss 
this with your subordinates and to explain the reasons. Make sure they 
do the same with their subordinates. Realize that budgets have a coordi¬ 
nating and a motivating function and that especially in the larger corpo¬ 
rations the way the coordination is felt at the lower levels can easily 
«roy moavatioii. It is therefore necessary to explain much more than 
you think you should (chapter 9). 

Realize that budgets only motivate when they are tight enough to be a 
c a enge and that they only offer a challenge if there is a risk that they 
will not be fully met. If some budgets are not met this is only a sign that 
the system is healthy and it does not mean that somebody is at fault. If 
you take the habit of interpreting it in this latter way, budgets will all 
soon be met, but they will not motivate (chapter 8). 

Realize that the fact that motivating budgets are not always met means 
that the same budget cannot be used both for coordinating and moti¬ 
vating. It will be necessary to reserve a risk percentage for average 
underattainment of budgets to arrive at actually expected figures which 
can be used for coordination (ch. 2). 

Decide beforehand which percentage variance from the various budgets 
you can leave to the discretion of your subordinates before you will 

intervene and let them know this. In other words, set their control 
limits (chapter 4). 

Be sensitive to the reactions of your subordinates to the budgets set for 
them and keep open grievance channels for those who see their standards 
as impossibly tight Be ready to change budgets if this is the case; if you 
do not do it, actual results will be worse than if you do (chapter 8). 
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2 rr ^ tabo ° 7 commun icating financial information about 

of the budget system with your controller and 
u e he sees his role neither as an auditor nor as a data processor 
but as a systems architect and educator (chapter 11). P 

Recommendations to the top and middle management of the plant 

Realize that the budget control system is your tool to manage your plant 

j tS f^tto^g within the plant depends primarily on you not on die 
1 ^roller or his department (chapter „). ’ " ““ 

If possible see to it that budgets and standards are set separately for the 

hne manager^ Then h^ but at leaSt for each ^cond- 

i “t”T , j" h f e 7 ur f° reme n participate in the setting of their 

chmcal standards and make their own draft expense budget Let them 
have the assistance from the budget accountant they need bude A m 
do the actual figuring themselves (chapter 9 ) 

suborl b r Udget 7 re afterWards ° r cut ’ this with your 

subordinates and explain the reasons (chapter 9) V 

foJ theTa rUn T S 3 SWt TT n S ° that more f° remen are responsible 
the same department, the budgeting effort should be done by the 

owest level which covers all shifts, but only after consultation with the 

mZdu Tf meet “ 8S - f r u UltS C3n be SpUt * shife ' then the 

mdividual foremen can be the budgetees (chapter „). 

Decide beforehand winch percentage variance from the various budgets 
and technical standards you will leave to the discretion of your subofdi 
lates before you will intervene and let them know this. These percen 
tages are their control limits (chapter 4) percen- 

Be sensitive to the reactions of your subordinates on the budgets and 
standards set for them and keep open grievance channels for those who 

tieht - Be ready to cwe the stai 

Take account of the age and personality structure of each of your 
ubordinates in settmg targets and standards for them: what will mean a 

for aroTderlmJSte^")^ * disCOUra ^ objective 
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Show interest in your subordinates’ budget results also when they do not 
transgress their control limits, but be sure this is seen as interest, not as 

intervention (chapter 12). , , 

If you have to intervene, get the full story from your subordinate fust. 
Center the conversation around what should be done to correct the 

situation, not on who is at fault (chapter 12). 

Show your subordinates that you consider meeting standards as part ot 
their performance but be careful not to appraise by budget or standar 
results alone. Realize that while from your point of view results may be 
the only important factor, in the eyes of your subordinate it is his effo 

which determine his merit (chapter 12). , . ■ - 

If you are under pressure from your superiors, consider whether it 
“le to send this pressure down to your subordinates. Protect your 
subordinates against influences from above which will m then^tuatmn 
only discourage and demotivate them. Perform your umbrella function 

When budgeting is first started in your plant, do not expect results 
immediately. Give your subordinates die time to learn to use| thus tool 
and learn to use it yourself: this may take a few years. See to it that the 
budget accounting staff interprets its role not as auditing or policing 
but as supporting and educating the line m the use of accounting 

Discuss'with^your subordinates and with the budget and standards staff 
which feedback information is desirable from a line management pom 
of view and which is available from a data processing pomt of view. Try 
to unite the two. Resist attempts of the line to ask, or of the staff to supp y, 
more information than a normal human being can digest. Review 
periodically the information received and stop whichever par 
you do not use. Realize, however, that there are key points in your 
production process about which you should be informed, even if they 
are never off-standard. They may be off-standard tomorrow (chapter u). 
Realize that the essence of good budget control is cooperation and[that 
you must meet the budget challenge with your subordinates as a team. 
Realize that the performance of your plant depends on their motivation. 
Try to develop a game spirit among your team. Show your enthusiasm 
and respect the responsibilities of your subordinates. Mistrust and undue 
pressure will destroy the game spirit (chapter 12). 
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j Be sensitive to any signs of passing the buck, scapegoating, fighting the 
S system, or other wasteful activities among your subordinates. If these 
j things happen it is a sign that you have failed in leading the game the 
! right way. Try again (chapter 12). 

; Make sensible use of group meetings with your subordinates. Do not 

* handle problems here which can better be handled on a man-to-man 

* basis, such as budget performances of individual departments. Use them 
: for informal contact and team-building. Use them to supply general 
! information about cost. Let your subordinates use the meetings to help 

each other in giving meaning to the standards and using them as manage¬ 
ment tools towards their own subordinates. Meetings can be powerful 
tools to influence your subordinate’s attitudes. However, if you feel 
f Y°nr meetings are not useful, it is better not to have them; they will do 

* more harm than good (chapter 12). 

j Discuss the reorganizations in your management structure with your 
; controller before they are carried out, so that the responsibility and 
j account structures can remain mutually adapted (chapter 10). 

) Recommendations to the foremen or first-line-managers 

i Technical performance standards and budgets are a management tool 
I for you to use. They are your guides in the management process and 
j important yardsticks for your managerial achievement (chapter 8). 

; More and more the first-line-manager will need the kind of information 
; which is supplied by standards and budget systems. In many cases he will 
; he able to do a better job if he gets insight into the financial results of his 
] department as well as the technical results (chapter 10). 
j Although participation in the setting of an expense budget and sometimes 
j other financial standards takes time and effort, this effort pays off in 
better budgets and a better understanding of how the business is run 
(chapter 9). 

The foreman who is better informed himself will be able to do a better 
job at communicating results to the workers. There are many possibi- 
bilities of involving the workers in the results feedback. The use of 
periodic meetings is one of them. This study has not included the cost- 
consciousness and standards fulfilment motivation of workers. From 
other studies it is clear that one important question is whether or not 
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piece-rates or similar systems are used. Apart from this, the foreman 
is the key person in determining the cost-consciousness of his workers 
(chapter 12). 


Recommendations to the company and/or plant controller 

The success of a budget system does not primarily depend upon the 
controller, but upon the top line executive. The controller's role is 
hygienic: he has to satisfy certain minimal requirements but has more 
scope in making the system fail than succeed. If he considers not only 
the accounting part but also the human part of the system as his specialty 
however, he can become the systems architect, catalyst and educator 
(chapter 11). 

The same budget cannot be used for coordinating and for motivating 
managers. Coordinating budgets should represent actually expected per¬ 
formance; but budgets can be shown to have a motivating effect only 
when they involve a risk of not being attained. Budgets that are really 
motivating should be increased with an average risk percentage to arrive 
at actual expected performance (chapters 2-8). 

Consider the use of statistical techniques in cost control and budgeting. 
From a point of view of motivation it is desirable that, for each budget, 
control limits are set which guarantee a certain free scope for managers 
at various levels before their superiors intervene. From a technical 
point of view this can be solved by statistical techniques like those used 
in quality control. Controllers should familiarize themselves much 
more with the possibilities of these techniques (chapter 4). 

Split the account structure if possible as far as the responsibility of the 
individual foremen. Let the foreman draft his own expense budget but 
have him supplied with all the support from the budget accountant he 
needs. Eliminate the taboo on financial information in the plant (chapter 
9, 10). 

Both the system in which individual plant departments are full profit 
centers buying from and selling to other departments and the system 
in which they are only expense centers have their drawbacks. In the 
first case the system is difficult to understand and use for line management 
and a continuous effort at simplification and instruction is necessary. In 
the second case expense budgets should be kept flexible enough to adapt 
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to changes in technical performance and line management should have 
more support in taking economic decisions (chapter io). 

Management information reports should be separated from accounting 
consolidation reports. In management information there should be a 
periodic weeding out of over-information, and periodic consultations 
with management of various levels down to the foreman level about the 
understandability of information and the desirability of other infor¬ 
mation (chapter io). 

i Establish a close cooperation between work study engineers and budget 
| accountants, although it is not essential that the work study engineers 
j report to the controller (chapter n). 

I Man budget accounting departments in such a way that about 25% of 
’ total time is available for personal discussions with and support to line 
' management (chapter n). 

When appraising budget accountants and other staff people for salary 
increases and promotion, ask the line managers with whom they coope¬ 
rate for their impressions. This has a beneficial effect upon staff behavior 
and line-staff-cooperation (chapter 11). 

The best service to the line is given by budget accountants and other 
staff people who are competent in their speciality and also tactful (chapter 
11). 

Develop a career planning for your people (chapter n). 


Recommendations to the budget accountant 

When budgets have to be set, let the line managers make the drafts. 
Assist them with all the information they need. Develop special in¬ 
formation sources for this purpose; but let the actual figuring be done by 
line managers themselves (chapter 9). 

Design the management information system yourself after thorough 
discussion about what line managers at various levels, down to the fore¬ 
man level, need to know and what you can supply. Do not use reports 
that serve for accounting consolidation simultaneously for management 
information. Give more detailed information to lower management 
levels and more general information to higher management levels 
(chapter 2-10). 

Have periodic consultations with line managers of the different levels 
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about the management information system: desires for new information, 
improvement of understandability, weeding out of unnecessary in¬ 
formation. Beware of overinformation. Managers do not want to 
know everything; if they miss some information which they need, 
they will come and ask for it (chapter 10). 

Make the management information reports yourself or if they are made 
by purely clerical people at least check them thoroughly before they are 
distributed. Managers will use figures only if they feel confident they 
are right. Frequent mistakes will spoil any information system (chapter 
io). 

Focus the information on efficiency variances. Omit variances that are 
caused by pure accounting causes (chapter io). 

Be informed about changes in the responsibility structure of the organi¬ 
zation in due time so that you can adapt the account structure accordingly. 
Budgets should always follow management responsibility (chapter io). 
Be critical as to the raw data you receive. Realize that if people feel they 
are measured by these data they will tend to make them look right. Data 
connected with a piece-rate system or which in another way directly 
influence pay are basically unfit for efficiency information. Always try 
to anchor the data you receive to actual cash movements, for instance 
wages paid, which cannot be faked (chapter io). 

Reserve about 25% of your time for personal contacts with the people 
who receive your management information. Take time to explain 
figures. Test whether they have understood the information. If they 
do not it does not mean that they are silly: it means that you have failed 
in speaking or writing a language they can understand. Try again 
(chapter 10-n). 

Realize that the success of a budget and management information system 
is not in your hands: it is in the hands of line management. They will , 
not be able to make it successful without your support, however. The 
success of your job depends on the quality of this support: upon your 
competence and the tactfulness with which you build up your contacts 
with line management (chapter 11). 

Maintain good professional contacts with those responsible for the system 
of technical standards, such as work study engineers. Keep them in¬ 
formed about the financial side of efficiency results and always base your 
financial standards on their technical ones (chapter n). 
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Recommendations to the work study engineer 

Set your standards always in close contact with line management. If line 
managers see you know your job and you behave tactfully, they will 
accept you. When they ask your support, always be ready to give it. A 
staff man should be happy when he is pulled and unhappy when he is 
pushing (chapter 9-11). 

Base standards on external reference information wherever possible, but 
be careful about how you select these external reference points. If line 
management does not see them as legitimate and valid for their situation, 
they will do more harm than good. Take the time to discuss external 
data with the line managers and let them participate in finding valid 
reference points (chapter 9). 

Realize that the success of your job depends to a large extent on how line 
people see you (chapter 11). 

Maintain good professional contacts with the budget accountants and 
exchange information with them (chapter 11). 

Recommendations to the personnel manager 

Keep line management informed about any signs of discouragement of 
managers through standards that are seen as impossible, as well as about 
signs of interdepartmental conflict which may be adverse effects of the 
way the standards and budget system is used for management (chapter 
8-12). 

A system of job rotation between functions in line management or 
between line and staff can have its implications not only for the develop¬ 
ment of the people but also for the development of the control system 
(chapter 13). 

Pay special attention to the development and career planning of staff 
people like budget accountants and work study engineers. For good 
line-staff-cooperation is not essential that staff people have line experience; 
it is more important that they are competent in their speciality and behave 
tactfully. Include staff people in management development courses and 
in training in interpersonal relations (chapter 11). 

Design the performance appraisal system for staff people for salary in¬ 
creases in such a way that their line counterparts are asked for their 
; impression about the support they get from them and that this impression 
: contributes to the appraisal of the staff man (chapter 11). 
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CHAPTER 16 

THE FUTURE OF BUDGETS AND BUDGET RESEARCH 


Summary of this Chapter 

This chapter states a number of expectations about the demands which will be 
put to the manager of tomorrow and about the budget system he will work in. 
They key question is what balance between control and individual autonomy 
will be found , 

Further research in the field of budget control systems is highly desirable; some 
possibilities are indicated. 


The manager of tomorrow 


In Chapter 13 of this book we saw indications of differences in attitude 
between managers of different generations. The rapid changes in our 
society are reflected in the demands upon a manager’s job and this again 
influences the people in those jobs. Where are we moving from here? 

Some people expect that management will continously become less of an 
art and more of a science (Leavitt, 1963). The studies about the game 
aspect in managing through budgets about which this book reports, have 
convinced me that management will continue to be an art, although it 
will definitely become more of a science too. By its remaining an art I 


302 



mean that the personal enthusiasm, sensitivity and creative talent of the 
manager will still be of key importance. I do not mean that managers 
1 are bom as such; talents are an asset, but they need to be developed. The 
4 . growth of the scientific side of management means first of all a more 
; experimental attitude of the manager towards the organizational system 
; in which he works. Preconceived ideas about principles of management’ 
will be dropped unless they stand the test of the controlled experiment. 
We have already seen the gradual fading away of the difference between 
‘line’ and ‘staff ’ (Chapter n). Probably all managers in the future will 
need more of the ‘spectator’ attitude to what goes on in the business 
which I found in the staff Terms like ‘line’ and ‘staff’ will be replaced 
, by new and easily understandable concepts for describing organizational 
I systems. All management will become systems management. The 
; study of management systems will do away with the borderlines between 
i technology, economics, operations research or social science. Although 
managers and scientists will probably have their problems of mutual 
understanding for ever and ever, there will be better cooperation between 
the two. Researchers will have less difficulties in penetrating into a 
business (Chapter 5). 

Tlie budget system of tomorrow 

There is no doubt that the business of tomorrow will need financial 
planning and goal-setting. There will be more of it than there is today, 
including companies which could afford to do without it until now. The 
most significant development in business affecting the budget system is 
the application of Electronic Data Processing. Budget and management 
information systems will be more and more computerized and more and 
more integrated. They will probably be extended to non-accounting 
data (Leavitt 1965, Gross 1965, Firmin 1966), maybe even to data about 
employee attitudes and perceptions. 

The challenge to business in this development is whether this will lead 
to increased pressure on the individual or not (Smiddy 1962). The 
conflict between control and autonomy (Chapter 1) will be fought out in 
the process of computerization. The outcome of this battle has deep 
significance for both the individual and the business. What is the value 
of the Free Enterprise System if freedom exists only at the top? The 


303 




modern free enterprise corporation is internally a highly guided economy. 
Will it do any thing better for the people in it than the State Capitalism 
it rejects? 

This study suggests that it should be possible to deliberately plan a certain 
amount of scope for the individual, even within a system that is computer- 
controlled. The ‘calculated inefficiency’ called for in Chapter i can save 
the humanity within the system. 

What is the future for the individual within the organization? Let me 
quote the optimistic point of view: 

‘If our research leads are correct, the more significant improvements in the human side 
of enterprise are going to come through changes in the way organizations are controlled, 
and particularly through changes in the size of the ‘influence pie’ (Tannenbaum, 1962, 
p. 255-256). 


Suggestions for further research 

There is a vast field for further research in management control systems. 
This study was necessarily still too exploratory. It is desirable to test the 
hypotheses developed on new data; in particular, to devote further 
studies to the game aspect of budgeting. Hopefully in psychology the 
gap caused by the non-existence of a psychology of adult play (Chapter 3) 
will soon be filled. 

The study of budget control systems should be continued with better 
systems output measures than I was able to find; it should be extended to 
longitudinal studies (following the same system through time) and to 
field experiments, like the promising experiment of Stedry and Kay 
(Chapter 8). It should be extended outside manufacturing units to other 
functions of the business. How many studies have been devoted to 
quota setting processes for salesmen? It should be extended from the 
top management to the non-managerial employee level and to non-busi¬ 
ness organizations as well. With full acknowledgement of the work that 
has already been done by several eminent researchers, we have only just 
started. 
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; Appendices 


f 

I APPENDIX A 
j THE CONTROL GRAPH 


Description of the technique 

The Control Graph technique was developed by staff-members of the Institute for 
Social Research of the University of Michigan, U.S.A. It is described in, for example, 
Likert, 1961; Smith and Tannenbaum, 1963; Bowers, 1964. 

The technique consists of asking respondents to score ‘How much say or influence’ 
they feel several hierarchical levels have on ‘what goes on in’ their department. These 
scores are made on five-point scales: little or no influence; some influence; quite a bit 
of influence; a great deal of influence; a very great deal of influence. So each respondent 
j makes a score for each hierarchical level he is asked about. Subsequently, the scoring is 
1 repeated, but now for the ideal amount of influence: this Is done by asking for the amount 

of influence that the various levels ‘should have’ according to the respondents. Positive 
; differences between ideal and actual influence indicate feelings of illegitimacy of the 
influence actually perceived. 

Use of the Control Graph technique in this project 

The main purpose of using the Control Graph in the present project was to measure 
perceptions about the legitimacy of staff influence (chapter n). Besides, it also proved 
useful for analyzing perception differences between first-line and higher-level line 
managers (chapter 12). 

The decision to use the Control Graph was only made after the pilot phase of the study 
in the dynamo plants, so that Control Graph scores are only available for the other 
four plants. The pertinent questions are no. E 15, 16 and 17 in the staff interviews 
(Appendix D 2) and no. E 25, 26, and 27 in the line interviews (Appendix D 3). Instead 
of asking for influence in ‘your department’, I asked for influence in ‘this plant’, because 
this is the level at which total line perceptions can be compared to total staff perceptions 
(unlike in most of chapter 11, staff is defined here so as to include all possible staff depart¬ 
ments, not just the budget and standards people). 
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A qualitative analysis of the kind of influence people said they had been thinking of 
while scoring on the Control Graph is shown in chapter i. 

In the correlation and factor analysis calculations for the line interviews I used as vari¬ 
ables derived from the Control Graph scores (see Appendix E 2): 

41. Own estimate of general influence of own level. 

42. Desired minus actual influence of own level. 

49. Desired minus actual influence of staff departments. 

From the staff interviews I derived the following variables (see Appendix E 1): 

13. Own estimate of general influence of staff 

14. Desired minus actual staff influence 

15. Desired minus actual line influence (average over all management levels within the 
plant). 

Control Graph patterns found 

The patterns of Control Graphs obtained are shown in fig. A-i. The graphs of fig. A-i 
are based on average scores for the combined data from all four plants where the techni¬ 
que was used. Some differences between plants will be analyzed below. The use of 
line graphs is methodologically debatable in this case as the horizontal axis does not 
represent a continuum, but I follow the practice used in other studies for reasons of 
comparison. 

General descriptions of Control Graph patterns summarized from many studies in the 
U.S.A. can be found in Smith and Tannenbaum, 1963. A comparison between their 
data for business and industrial organizations and mine leads to a number of conclusions: 

1. Both in Smith and Tannenbaum’s data and in mine all Control Graphs for the line 
part of the organization have a negative slope (higher control for higher hierarchical 
levels). This holds true both for the actual and for the desired control. 

2. Smith and Tannenbaum state that ideal slopes tend to be more positive (less steep) 
than actuals. This holds true for my line management data, if we consider just the 
scores for the level that made the score and the level immediately above. This is also 
shown by the fact that the differences between desired and actual influence in the line 
management scores are greatest: for higher-level (mostly second-line) management 
at the second line, and for first-line management at the first line: so each level sees 
the difference between desired and actual influence greatest for itself. The staff 
interviewees, being outside the line hierarchy themselves, perceive the greatest 
discrepancy between desired and actual influence at the first line of management. 

3. Smith and Tannenbaum state that ideal (desired) total control is generally higher 
than actual. This is clearly the case for my data too; the only case where desired 
control is below actual is for staff influence as perceived by higher level line manage¬ 
ment (see chapter n). If we analyze the situation plant for plant, we find that each 
subgroup within a plant desires more influence for itself than it feels it has. The only 
exception is the staff of combitex, which feels it has too much influence (see Chapter 
n). 

4. Smith and Tannenbaum state a tendency for non-supervisory employees to produce 
a more positive slope (less steep) than supervisors, at least for desirable influence. I 
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influence as considered desirable 



have no scores made by non-supervisory employees. However, from my data a 
clear tendency is visible for first-line managers to produce more positive (less steep) 
slopes than higher-level line managers, both for actual and desirable influence. My 
first-line managers are closer to Smith and Tannenbaum’s non-supervisory workers 
than their superiors; they show to some extent a ‘worker’s attitude’ here. There is 
one exception to this statement. Fig. A-2 B. shows that in the buromat plant the 
first-line managers produce the same steep slopes as does the higher-level line manage¬ 
ment elsewhere. In the buromat case study in chapter 9 it is shown that also in other 
respects (low degree of authoritarianism, budget participation) buromat first-line 
management is a-typical. The staff tends to produce the same kind of slopes as 
higher-level line management. In chapter 11, this is interpreted in that the staff 
identifies itself with the higher line levels. 

5. Smith and Tannenbaum state that non-supervisory employees tend to estimate total 
line control (all levels) lower than supervisors, at least in the case of actual influence. 
In my data, there is no tendency for first-line management to score lower total control 
than higher-level line management. On the contrary, first-line management tends 
to score higher. This remains true when we exclude the data for the epicure plant, 
where higher-level line scores are exceptionally low (see fig. A-2 A. and the epicure 
case study in chapter 11). In my data, it can be seen that the estimates for the own 
level are almost equal for higher-level line management and for first-line management. 
The differences are in the perceptions of the other levels. 

6. Smith and Tannenbaum finally state that non-supervisory employees tend to see 
desired Control Graphs as more positive (less steep) than actual and as above actual 
to a larger extent than supervisors. In my data, there is no difference between higher- 
level and first-line management as to the trends in the discrepancies between desired 
and actual influence. 
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We can conclude that the Control Graph patterns found agree fairly well with those 
described in the summary study of Smith and Tannenbaum. The patterns for first-line 
managers in my data resemble those for non-supervisory employees in Smith and Tan- 
nenbaum’s data, in that they show a more positive (less steep) slope, except for buromat; 
but they resemble those for higher-level management in the amount of influence scored 
for the own level and in the differences between desired and actual influence. 



•-• Scores for epicure (deviant) 

_-o Average Scores for three other plants 



»-« Scores for buromat (deviant) 

p...*.9 Average Scores for three other plants 

fig. A-2. Deviating Control Graph Patterns 
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How much staff influence is desirable? 


In fig. A-3 I have collected the Control Graph scores for staff influence, both as actually 
i perceived and as considered desirable. 


9 — a very great deal 

7 — a great deal 

according to 
first-line- 
managers 

according to 
higher-level- 
managers 

according to 
staff 

interviewees 

5 — quite a bit 

3 = some 

1 =■ little or no 

actually 

perceived 

considered 

desirable 

actually 

perceived^ 

considered 

desirable 

actually 

perceived 

considered 

desirable 

ALPHABET 

; 44 

! 

54 

6.0 

5 -o 

5.6 

6.0 

BUROMAT 

5-2 

5-7 

5 -i 

5.0 

5-2 

6-3 

EPICURE 

5 .i 

6-3 

4-5 

4-5 

6.1 

6.4 

TOTAL OF THESE THREE PLANTS 

4-9 

5 . 8 * 

5-3 

4.9 

5.6 

< 5 * 3 * 

COMBITEX 

5-7 

5-8 

5-8 

6.0 

7.0 1 

6.5 


1 Difference between combitex and other plants, tested with Wilcoxon’s test (two- 
tailed), significant at 0.05 level, all other differences between plants not significant. 

2 Difference between desirable and actual, tested with Wilcoxon’s test (one-tailed) 
significant at 0.05 level; other differences between columns not significant. 

fig. A-3. Average Control Graph Scores for Staff Influence. 

For first line managers and staff the ‘desirable’ staff influence scores are significantly 
higher than the actually perceived scores (excluding combitex). For higher-level line 
managers in alphabet and buromat and for staff in combitex desirable scores are lower 
than actually perceived ones. See chapter 11. Furthermore, most staff scores for actual 
influence and all staff scores for desired influence are higher than the line scores. The 
staff sees its own influence greater than the line sees it, and thinks this should be so. 
There is a fair amount of agreement between staff interviewees in different plants as to 
which staff influence level is desirable. 

Another issue which can be investigated are perception differences between various 
hierarchical levels as to degrees of influence. This will be done in Appendix B (fig. B-2) 
for Control Graph scores and Operational Control scores together. 
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APPENDIX B 

ESTIMATES OF OPERATIONAL CONTROL 


Available data 


The concept of ‘Operational Control’ is introduced in chapter i. Chapter 14 has 
mentioned that the operational control ratings I obtained were not sufficiently objective 
to use them as a basis for comparing technological situations, but that they convey 
interesting information about the raters and their perceptions. This will be explored 
in this Appendix. 

‘Operational Control’ was measured by having interviewees score on a number of 
scales, separately for each relevant measurable dimension. See Appendix D 3, question 
D 2, 3, 4. Questions D 2 and 3 served to introduce the scaling: 

‘How can you yourself influence . . . (the measurable dimension, for example direct 
labor efficiency or reject percentages) .. . ? 

‘What kind of factors outside your reach also influence . . . (the measurable dimension) 
... in your department ?’ 

The scoring was done on the following scales: 


Results depend 100% on me/him 


Results depend 50/50 on me/him 
and on outside factors 


Results depend 100% on outside 
factors 


my 

boss 


my- my sub- the 

self ordinates workers 



6 

5 

4 

3 

2 

1 



I used a standardized example as an introduction to the first scoring by the interviewee. 
This example deals with the efficiency of the use of packaging materials in a hypothetical 
hand-packaging department. Standard scores are for hierarchical levels from the top 
downwards: 2-6-']-$-']. 

Of course, what is obtained by these ratings is a perception by the interviewee of his - 
and other people’s - operational control, not an objective measurement. It is very 
doubtful if such a thing as operational control can ever be measured objectively. For 
its effect on budget motivation this question is unimportant: it is precisely the perception 
of operational control that could have a relationship to budget motivation. 

Each line interviewee scored the scales for himself, his boss, his immediate subordinates 
and, possibly, the rank-and-file workers (if these were not the same as his immediate 
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subordinates). Each staff interviewee scored for the various levels in the line. All of 
these estimates were done for each relevant Measurable Dimension (see chapter 6) 
separately. In the factor analysis I used only the scores made by line interviewees (not 
staff) for their own Operational Control (not the Operational Control of their bosses 
or subordinates) and averaged over the three highest estimated measurable dimensions 
(Appendix E 2, variable 40). These appeared to be related to factor 3: upward com¬ 
munication. 

Those who feel they have a boss who listens to their ideas also tend to feel they have more 
operational control. Except from this, operational control is not related to any impor- 
}■ tant extent to any aspect of the budget system. It is correlated with the ‘yes-men index’, 
var. 60 (r — 0.38**), which indicates the possible influence of suggestion by the rese¬ 
archer in the scoring. 

Below, the available data will be analyzed in two other ways: 

; 1. For differences between measurable dimensions 
2. For differences between somebody’s own perception of his Operational Control 
and the perceptions of his Operational Control by others (superiors, subordinates, 
staff). 

1 Finally, the line interviews also yielded descriptions by interviewees of the ways in 
* which they could exercise Operational Control (Appendix D 3, question D 2). and of 
factors that limited their Operational Control (same, question D 3). An analysis and 
classification of these descriptions will also be given in this Appendix. 


Differences between measurable dimensions 

Fig. B-2 shows graphs for Operational Control, averaged over all estimates by line 
interviewees (own level plus other levels) for the plants where data were available. 
The only measurable dimension not shown is machine hour efficiency (no. 3), because 
the number of estimates was very small in this case. From fig. B-i it can be seen that: 
1. direct labor, 4. direct materials use, 5. indirect materials and 6. rejection and rework 
all follow about the same pattern; high scores for workers and first-line management, 
low scores for higher-level management. No. 2: indirect labor, follows a different 
pattern: more control for the higher levels, less for the workers. For comparison, I 
have also shown the Operational Control lines for the two non-cost measurable dimen¬ 
sions mentioned in chapter 6: meeting production schedules and meeting quality level 
requirements. The graph for ‘meeting production schedules’ looks somewhat like the 
one for indirect labor . The Graph for ‘meeting quality level requirements’ looks like 
the one for ‘direct labor’ etcetera, except that the scores for the higher management 
levels are higher. Total Operational Control over all levels of management is estimated 
highest for the quality dimension. 

It is interesting to compare the graphs for Operational Control with the graphs for 
total control in Appendix A, fig. A-2. They are exactly opposite. Although the lower 
organizational levels are perceived to have a lot of Operational Control this contributes 
little to their perceived total control. If we compare only first-line and higher-level 
line managers, we find that first-line managers estimate their own Operational Control 
higher than higher-level managers do, but that their estimate of the own level’s total 



control is equal to or lower than those of higher-level managers. Other types of control 
compensate for the lower Operational Control at the higher management levels. The 
perceived high Operational Control for first-line management should lead to a careful 
consideration of their role in standard-setting (chapter 9) and in receiving information 
(chapter 10). The same holds true for the workers (non-supervisory employees), 
although it must be stressed that the data mentioned above were only obtained by 
interviewing managers. I do not have workers’ own perceptions. 

From the point of view of method, it should be investigated to what extent the shape 
of the graphs in fig. B-2 could have been influenced by the standard example used to 
explain the Operational Control scales to interviewees. This example was introduced 
after the pilot phase of the study, to overcome the difficulty some interviewees had in 
understanding the rather abstract scales. 



fig. B-i. Operational Control Estimate Patterns for Various Measurable Dimensions 
(Averages over data taken from 2-4 plants, not dynamo) 


It was designed to explain to interviewees what I have named here ‘Operational Control : 
playing one’s role in the organizational process, performing, producing, working up to 
standards, avoiding mistakes. The scores in the example can have influenced the shape 
of the fig. B-i graphs to some extent, but they can not explain why for example the 
scores for department managers (2nd-line management) are far below the example 
score. Anyhow, as the example was used for all levels and for line and staff equally, 
it cannot account for any perception differences between levels or between line and 
staff: nor can it account for differences between measurable dimensions. 

Perception differences between individuals, between hierarchical levels and 
between line and staff 

Perception differences between individuals: perception of Operational Control (Ap¬ 
pendix E 2, variable 40) is positively correlated with perception of own level’s total 
control on the Control Graph (variable 41): r 40 ,« - 0.24* (significant at 0.05 level). 
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This means that those individuals who tend to score high in the one case, also tend to 
score high in the other. 

Perception differences between levels: in the dynamo pilot study, it looked as if there 
‘were consistent perception differences between hierarchical levels: superiors (people 
Ifrom the next higher levels) tended to score for all levels higher Operational Control. 
(Subordinates (people from the next lower levels) tended to score for all levels lower 
iOperational Control. Staff interviewees tended to score like superiors, that is higher. 
iOn the basis of this, I have predicted that the same perception differences would be , 
ffound in the other four plants. Fig. 13-2 is based on the data from the other four plants. 

; For Operational Control, I have only considered here the measurable dimensions i, 4, 

5 and 6 which show about a similar pattern for the Operational Control graphs each 
(see fig. B-i). From Fig. B-2 we see that my prediction has come true for the estimates 
by the next lower level (subordinates do estimate lower) and for the staff (staff inter¬ 
viewees do estimate higher). These differences have been tested with the sign test for 
all available pairs of data (comparing the scores by 2 interviewees, averaged over all 
measurable dimensions, not only those in fig. B-2). The differences between estimates 
made by a level and the next lower level are significant at 0.005**; the differences 
between staff and line at 0.05*. Fig. B-2 shows that for the estimates by the next 




Estimates by next higher line management level 


b*-• Estimates by own level 

Co -- Estimates by next lower line management level 

do - 0 Estimates by staff interviewees 

All data are taken over four plants (all except dynamo) 

Operational control data are taken over four measurable dimensions: direct labor, direct 
materials use, indirect materials use, rejection and rework 


fig. B—2. Differences in Perception of Operational Control and Total Control for 
Various Levels of Line Management and for Staff Interviewees 
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higher level my prediction has come true only for the estimates of Operational Control 
of first-line managers, not for the estimates of Operational Control of second line 
managers. The superiors of second-line managers are, of course, the plant managers, 
and they are only a small group. They score lower than I predicted. They tend to 
score iow also on workers’ Operational Control: 5,3 against second-line managers 7.1. 
The lack of confirmation of my prediction may be due to the smallness of the sample. 
It is interesting that the staff estimates on the same level as the superiors. I have noted 
before that the staff tends to identify with the higher levels of line management (see' 
chapter 11). 

With regard to the line, the confirmation of my prediction means that the lower 
management level ~ having high operational control itself - tends to estimate every¬ 
body’s operational control lower. In Fig. B-21 I have also shown how perception 
ifferences work in the case of Total Control (the Control Graph, Appendix A). We 
see that the situation is about opposite here: subordinates tend to estimate higher 
superiors equal or lower. Now the lower management level - having low total control 
itself - tends to estimate everybody’s total control higher. This could be interpreted in 
such a way that there is a tendency on both control scales for the own level’s estimate to 
be drawn towards the middle of the scale, and to take the estimates for all other levels 
along with it. 


Analysis of verbal descriptions of elements and limits of Operational Control 

Questions D 2 and D 3 in the line interviews^Appendix D 3) served as an introduction to 

the scoring on the Operational Control scales. The questions were: 

D2: How can you yourself influence . . . (the measurable dimension this part of the 
interview was dealing with) ? 

D3: What kind of factors outside your reach also influence ... in your department? 

Analysis of the answers in D2 revealed that they could be split into four groups (‘ele¬ 
ments of Operational Control’) 

1. Non-routine changes in the production process (12% of the answers). This is a borderline 
group between Operational Control and Legislative Decision-Making (see chapter 1). 
It contains activities like mechanization; technical improvements; improvements in 
working methods and working conditions; improving the quality of personnel by 
non-routine training; setting of technical specifications and quality standards; setting 
of cost standards. 

2. Direct routine intervention into the production process (not via subordinates or other 
persons; 31% of the answers). This group contains: distribution of materials, 
supplies and tools; inspection of incoming goods; work distribution over people and 
machines; overtime scheduling; studying technical specifications and feedback 
information; setting production machines and checking machine settings; trouble 
shooting; record keeping. 

3. Routine intervention via subordinates (48% of the answers). This group contains: Job 
instruction and training; supervision on starting and stopping work in time; super¬ 
vision on working speed and avoidance of stops; supervision on meeting budgets 
and cost standards; supervision on quality performance and on meeting technical 
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specifications; discipline, tidiness, safety, consulting subordinates; stimulating com¬ 
munication between subordinates; subordinate appraisal; social leadership, atmos¬ 
phere, teamwork, personal contact. 

p Routine intervention via other persons (9% of the answers). This group contains: 
informing one’s boss, informing one’s colleagues, especially giving feedback to 
managers of earlier stages in the production process, informing staff departments 

The answers on question D 3 could be split into four groups as well (’limits of Operatio- 
lal Control’): 

.. Fully external factors (8% of the answers). These were: the weather; epidemics 
among the personnel; power supply breakdowns. 

>. Technological constraints (42% of the answers). These were the technical demands 
of the production process; quality specifications of the products; age and condition 
of production machines; quality of materials and supplies; the technological mini¬ 
mum for the number of personnel, taking account of sickness, absence and labor 
turnover. 

I. Market constraints (12% of the data). These were sales volume, the production mix, 
prices of materials and supplies, wage levels, availability of qualified personnel. 

].. Influences of other parts of the organization (38% of the data). These were the influence 
* of superiors; timely supply of materials; quality performance of earlier stages in the 
production process; support of staff departments; the influence of subordinates. 

The elements of Operational Control were not equally often mentioned by all hier¬ 
archical levels. This is illustrated by the table in fig. B-3. Plant managers mainly 
exercise Operational Control through non-routine changes; first-line managers through 
outine intervention via subordinates. First-line managers intervene more often directly 
n the process; plant managers intervene more often through other persons, non-sub- 
irdinates. Different hierarchical levels are shown in fig. B-3 to have different organi¬ 
sational roles. Each level performs a different function within the organization (Salveson, 
958, p. 212). The lower part of fig. B-3 shows that for the Emits of Operational Con- 
rol there are no such differences between hierarchical levels: they apply fairly equally 
o all levels. 

Dbviously, the elements and limits of Operational Control depend on the measurable 
timension which is controlled. For example, non-routine changes in the production 
irocess (element no. 1) are most frequently mentioned for controlling direct labor cost. 
Direct routine intervention (element no. 2) is most frequently mentioned for controlling 
ndirect labor cost and indirect materials use. Routine intervention via subordinates 
element no. 3) is most frequently mentioned for controlling rejection and rework and 
tirect materials use. Routine intervention via other persons (element no. 4) is most 
requently mentioned for controlling machine hour efficiency. As limits of Operational 
Control, technological constraints (limit no. 2) occur most frequently for the use of 
lirect and indirect materials; market constraints (limit no. 3) for indirect labor cost and 
nachine hours efficiency; the influence of other parts of the organization (limit no. 4) 
s strongest for direct labor cost, rejection and rework, and meeting quality level 
equirements. 

5 inally, the types of elements and limits of Operational Control can be compared from 
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plant to plant. Taking into consideration the vast differences in technology, the distri¬ 
bution of types of elements and limits of Operational Control (taking all measurable 
dimensions together) is surprisingly equal from plant to plant. Also, the pattern shown 
in fig. B-3 for the distribution over hierarchical levels is well maintained from plant to 
plant. The only important differences concern element no. 2: direct routine intervention 
in the production process. In buromat, dynamo and epicure, direct intervention is 
mentioned by first-line managers about twice as frequently as by higher-level managers. 
In combitex it is mentioned with equal frequency by first-line and higher-level, and ‘ 
in ALPHABET about one-and-a-half times as frequently by higher-level managers. The' 
role differences between first-line managers and higher-level management are least 1 
outspoken in combitex and alphabet. It is interesting in this respect that in these 
two plants, contrary to the others, second-line managers are recruited by promotion 
of first-line managers. In the other plants, second-line managers are attracted from 
outside; they have a higher level of theoretical education. 


% of answers to questions 

D2-D3 by —>■ 

Plant 

2nd-line 

1 st-line 

Total-line 

dealing with | 

Managers 

Managers 

Managers 

Managemt. 

D2. Elements of 





Operational Control: 





1. Non-routine changes in the 

49 

18 

5 

12 

production process 

2. Direct routine intervention 

5 

30 

34 

3 i 

in the production process 

3. Routine intervention via 

30 
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54 

48 
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4. Routine intervention via 

16 

11 
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1. Fully external factors 

3 
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2. Technological constraints 
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43 

4 i 

42 

3. Market constraints 

18 

12 

11 

12 

4. Influences of other parts of 

32 

37 

40 

38 

the organization 





fig. B3. Distribution of Elements and Limits of Operational Control over Hierarchical 
Levels. 


316 




APPENDIX C 

DOCUMENTS FOR THE PREPARATORY PHASE 


C I. Introductory information to top line manager 

1. General information about the project (See Appendix D i). 

2. Researcher will be available half-time. 

3. Forecast of expected duration of the various phases of the investigation in his plant. 

4. Proposal for feedback session. 

5. Double confidentiality: 

- no company information to outsiders without management’s approval 

- no identification of personal opinions communicated in interviews. 

6. First formal line interview will be held with you. 

7. Please arrange for introduction to middle management in a short meeting. 

8. Please arrange for introductory interviews with plant personnel manager and top 
functional managers of the departments responsible for maintaining the budget 
and cost standard system. 

9. Please make available a quiet room to conduct the interviews in. 

10. Any questions ? 

C 2. Notes for introductory talk to middle management meeting 

1. General information about the project (see Appendix D 1) 

2. Stress the difference between budgeting theory - available in accounting textbooks 

- and the systematic analysis of practice. 

3. Forecast expected duration of the various phases of the investigation in this plant. 

4. Explain that a sample will be taken: every manager, foreman and staff employee 
may not be interviewed. 

5. Announce that appointments for interviews will be made by the researcher with 
each manager individually. 

6. Any questions ? 

C 3. Questionnaire for introductory interview with plant personnel manager 

1. Could you supply me with an organization chart for this plant, with the names of 
all managers, foremen and budget/standards staff employees ? 

2. Is there a system of job classification for the people on this chart? How does it 
work? What are the job classes of the various people mentioned? 

3. Could you prepare a list of all first- and second-line managers, and rate each of 
them: 

a — promotable 
b = just right at present level 
c — already above his optimal level 
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4- Could you also rate the same people 1-5 on the basis of their type of leadership: 
1 = authoritarian (prefers clear orders) 

2, 3> 4 = in - between ratings 

5 = democratic (prefers consultation) 

5. In what period of the year are management appraisals made and what is the 
procedure used ? 

6. What kind of management development activities exist ? Who is responsible for 
these ? What subjects are treated in them ? 

7. Which of the positions in the organization chart have had personnel changes in 
the past 2 years ? 

8. Which people on the list have shown signs of overwork, gastric ulcers, and similar 
psychosomatic complaints ? 

9. Who represents middle and lower management and staff departments in the Works 
Council ? How does it function ? 

10. How wholesome are the line-staff relationships? 

11. Could you prepare a list of all staff employees and staff managers and rate each of 
them: 

1 = condemning attitude towards the line 
2, 3, 4 = in - between - ratings 

5 = service attitude towards the line 

12. Which line managers are seen as most efficiency-minded? 

13. Do you ever perceive any reactions of line managers on budgeting and cost stan¬ 
dards ? How would you characterize these reactions ? 

14. If line and staff management meet informally, who sits with whom ? 

15. If there is an introduction folder for new personnel, could I have a copy ? 

16. Which personnel newspapers exist? Do they deal with efficiency problems? 
If so, could I see some examples ? 

17. Do you have any other information that could be relevant in this context, or any 
questions ? 


C 4. Questionnaire for introductory interview with manager(s) of budget 

and/or efficiency standards department 

1. Could you tell me something about the history of this plant? 

2. What are the main products and markets ? 

3. How does this plant fit into the total company structure? (any other desirable 
information about the company in general). 

4. Could you supply me with an organization chart for this plant ? 

5. Which functions in this chart are responsible for a budget? Are these responsibi¬ 
lities stated in any official document ? Could I see it ? 

6. When did the budget/standards system start in this plant; What is the history of 
the system ? 

7. Which staff departments have a role in the system ? 

8. What is the budget period ? 
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9- What types of budgets are included in the system? Does it lead to a planned 
income statement ? 

: io. Is the budget system based on engineered direct labor standards, quality standards, 

I planning standards, etc. ? Is it integrated with the costing system ? 

| IJ - Is the bud S et flxed °r variable? What types of budget variances are distinguished ? 

■ 12 • What cost centers and what cost types are distinguished ? 

! 13' How is the new budget developed? In what period? Who proposes budget 

| levels? Who is consulted? Who decides? Who signs? 

j 14. Can operating budgets be adjusted during the budget period? 

j *5- To what exten t is the budget procedure prescribed by the head office ? 

| 16. How are budget variances reported ? How frequently ? In what form ? To whom ? 

j 17. Could you make available to me all budgets and variance information covering 
the past 2 years ? 

j 18. What other management information reports are made which show departmental 
performance? Could you make available to me all information of this type 
covering the past 2 years ? 

19. How are the budget and standards staff departments organized? Please give all 
names. 

20. What education and experience level do these people have? Which of them have 
direct contact with the line ? 

21. What parts of the budget/cost standards system function best ? What parts function 
least well? 

22. What was the total manufacturing cost in this plant in the most recent full year ? 
How was this distributed over departments ? How was it distributed over direct 
materials, direct labor, other expenses? What was total labor cost (direct + 
indirect wages -f salaries -f social benefits) ? 

23. Could you get me a cost calculation of an average product as it is now and as it 
was (the same product) one year ago and two years ago ? 

24. Could we draw together a flow chart of the total volume of money flowing 
yearly through this plant ? 

25. In a few weeks I will approach you for another interview (formal main staff 
interview). Do you have any information that could still be relevant to our 
subject now ? Do you have any questions ? 
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APPENDIX D 

MAIN INTERVIEW DOCUMENTS 


D i. Scheme for introductory talk to each interviewee 

Mr. X, let me explain again briefly the purpose of our interview. I am here for the 
C.O.P. (follows an explanation why the C.O.P., the Dutch Productivity Committee, 
was founded, who are represented in it - employers, trade unions and government -, 
where the money comes from and what kind of research the C.O.P. is sponsoring). 
The research project I am working for is only a small project: a one-man setup. It 
was started for the following reason: after World War II we have seen the introduction 
of modern organization tools in our plants: for instance budgeting, planning, and 
management information systems. All these tools use standards that are set beforehand, 
to which actual performance is subsequently compared. Now in practice these tools 
are not so simple to use as in theory and many companies have problems here. Therefore, 
the C.O.P. has 1 asked five well-organized companies to make their practical experience 
with these tools available. Your company is the y th of these five that I have come to. 
I work this way: 

First I study the systems that are used in the particular company. Then, I have interviews 
with various people about their practical experience. They are the ‘staff’, the people 
who keep the system going, and the ‘line’, the foremen and managers of the manu¬ 
facturing departments. In your company I am interviewing . . . (description of the 
interviewee sample in company terminology). In interviewing I am using a question¬ 
naire, in order to make sure I ask the same questions of everybody, so that I can com¬ 
pare the answers. What I am most interested in is not so much the opinion of any 
single person, but group opinions. What you tell me is confidential; I will not reveal 
to anybody what anybody else has said during the interviews. In reporting about 
the interview results, I will only use your opinion in conjunction with the opinions of 

others to form a total picture. 

When all five companies have been investigated, the results will be published m a 
report. Such a report looks like this one (a copy of a similar report is shown). These 
reports are sold like ordinary books to anybody and they are not expensive. The 
report of our project will try to summarize the general conclusions of the investigation 
in the five companies. Unfortunately, writing and publishing the report will take quite 
sometime. To avoid keeping you waiting too long, I have promised to your manage¬ 
ment to give a feedback session in a few months. Then you will hear what I did with 
all that you and your colleagues told me. Have you any questions ? Shall I start asking 

then? 

D 2. Questionnaire for staff interviews (abridged) 

A. General information (to be filled out beforehand) 
i. Plant number (i through 6) 
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2. Date, hour and place of interview 

3. Name and initials of interviewee 

4. Function of interviewee (type and level) 

5. Age at interview date 

6. Number of years with the company. 

B. General questions about the job 

1. What is the official title of your present job ? 

2. How many years have you been in this particular job ? 

3. To whom are you reporting? 

4. And who are the people immediately reporting to you ? What jobs do they have ? 

5. Can you explain to me in a few words what your job consists of? 

6 . Which part of your job do you consider the most important ? 

7. Why? 

8. Please try to make an estimate of the division of your total working week in the 
following 3 parts: 

a. Working at your desk without being interrupted. 

b. Talking and listening to others on company premises, including telephoning. 

c. All other activities (observing, travelling etc.). 

' 9. What are your c-type activities? 

10. Could you now try to estimate how much of your b-type time (talking and 
listening) is: 

5 d. Talking and listening to line managers and workers or mixed line-staff groups, 
c. Talking and listening to other staff people only. 

11. What level of line people do you generally have contacts with ? 

12. What other staff people do you have most contacts with? 

C. Standard-setting 

1. Will you please check on this list, which standards and variances you have something 
to do with (checklist of all types of standards in the plant, in which interviewee 
can check: ‘involved in setting standards’ and/or ‘involved in calculating and 
publishing variances’). 

2. Will you please explain your checkmarks ? 

3. Can you make an estimate of your department’s role and the role of the various 
line managers and other staff departments in the standard-setting processes, on the 
following scale? (participation scale, see Appendix D 3, question D 12, scored for 
each type of standard separately). 

4. Do you think everyone in this company has the right role in the standard-setting 
processes ? If not, what should be different ? 

5. Do you think the various standards are tight or loose? Will you please tick one 
for each type of standard ? (loose-tight scale, see Appendix D 3. question Du). 

6. For which areas are good standards lacking still ? 

7. What is your general opinion about the way standards are set here ? 
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D, Operational control and management information 

1. Will you now give an evaluation of the various line departments in terms of their 
performance on the different points that you think you can judge (evaluation 
scale, see Appendix D 3., question F 8., to be repeated for each line department) 

2. What are the most important improvements that could presently be made in this 
plant ? 

3. What conditions must be fulfilled for these improvements to be realized ? 

4. Will you now estimate the influence of various levels of the line organization on 
various types of results, on the following scale? (operational control scale, see 
Appendix D 3., question D 4., to be repeated for each measurable dimension as 
far as within the scope of the interviewee). 

5. For those cases in which you calculate and publish variances to standards, how 
frequently is this done and who get the reports ? 

6 . What is your general opinion of this type of management information ? 

7. Are the reports distributed to the right people? Is lower-level management 
sufficiently informed ? 

8. Do there exist periodic management information reports that you think could be 
eliminated ? 

9. Are there useful figures that should be, but are not reported to management ? 

10. Are reports timely? Which ones are not? 

11. What measures would you propose to increase the impact of the management 
information system ? 

12. To what extent are the details of the management information reports prescribed 
by the head office? What do you think of this? 

E. General questions about the control system 

1. Do you ever attend meetings of line management where budget or standards 
variances are discussed ? How do these meetings go ? 

2. Does line management ever come to you, to get explanations about figures? Or 
do you go to them? Who, in general, takes the initiative for these contacts? 
Which line managers are involved in this kind of contacts ? 

3. How frequent are these contacts ? 

4. When you get the figures and you see a serious underattainment of a standard, 
what do you do ? 

5. Which part of the reports is generally best read? Are the reports understood? 

6. Could you now estimate the amount of interest various levels of line management 
show for various types of management information, on the following scale: 

He is continuously working with the figures r 5 

He pays a lot of attention to the figures L 4 

It is one of the things he pays attention to i- 3 

Occasionaly he pays attention to the figures L 2 : 

He is not interested L x 

(to be repeated for each level of line management for each type of information 

the interviewee is concerned with). 
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7. Do the standards that are set influence productivity in this plant ? 

8. Inasfar as there is a positive influence, in which departments and for which standards 
is this strongest ? 

9. Are the line managers stimulated to a better performance by the standards ? 

10. Do you personally prefer loose or tight standards? Why? 

11. What do you consider to be the objective of standard-setting and budgeting? 

12. It is sometimes said that budgeting leads to departmental interest prevailing 
above the general interest. Do you ever feel this holds true for this plant too? 

13. How wholesome is the relationship between your department and line manage¬ 
ment? 

14. How wholesome is the relationship between your department and other staff 
departments ? 

15. In general, how much say or influence do you feel each of the following persons 
has on what goes on in this plant ? (Control Graph scale, see Appendix D 3., ques¬ 
tion E 25). 

16. Will you please also indicate on the scales what influence you think each person or 
group should have ? 

17. What kind of influence were you thinking of while asnswering the previous 
questions ? 

F. Appraisals 

1. WTio is appraising your performance? 

2. Will you have a look at these 10 cards: 

A. Professional knowledge 

B. Understanding production problems 

C. Working hard 

D. Tactfulness towards line people and colleagues 

E. Inventiveness, creativity 

F. Zeal: being an ‘eager beaver 5 for the company 

G. Insight: observing mistakes and using your brains 

H. Leadership: getting things done through subordinates 

I. Personal sympathy of the appraiser 

J. Ability to organize your own work 

WTiich of these does, in practice, weigh heaviest in the appraisal of your personal 
performance ? Will you please rank all cards in order of actual weight ? 

3. And how would you rank the cards for your appraisals of your subordinates? 

4. Which rating would you give to your own section’s present performance ? 


so-so 

satis¬ 

fairly 

good 

ex¬ 


factory 

good 


cellent 

5 

6 

7 

8 

9 

□ 

□ 

□ 

□ 

□ 


Wfliy did you choose this figure and not, for instance, a 9 ? 

5. Will you now rate each of your direct subordinates on the same scale, for his total 
job performance? 
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6. Could you illustrate your ratings with a short characterization of the working 
method of each of your direct subordinates ? 

7. Do you think the educational level of your people too high, just right, or too low 
for their present job ? 

G. General questions 

1. Will you please try to fill out this attitude survey form (see Appendix D 4-5) 

2. If you could choose another job within this company, what type of job would it be ? 

3. What functions have you had in this company ? 

4. What types of jobs have you had before ? 

5. What schools did you attend ? 

6. Which part of your job do you enjoy most? (Why?) 

7. And which part of your job do you dislike most? (Why?) 

8. My questions are finished; do you have any more questions? 

9. Thank you very much for your participation; please do not discuss the content of 
the questions with anybody else in the plant within the next two weeks because 
you might influence another participant. 

H. Interviewer's impressions 

I . General impression: 

Rating of interviews: 

2. Openness low 

3. Understanding low 

4. General cost-consciousness low 

5. Relevance of budget/standards low 

6. Attitude towards the line condemnation 

7. Duration of the interview: 

D 3. Questionnaire for line interviews (abridged) 

‘Quiz questions’ are marked with* 

A. General information (to be filled out beforehand) 

1. Plant number (1 through 6) 

2. Date, hour and place of interview 

3. Name and initials of interviewee 

4. Function of interviewee 

5. Age at interview date 

6. Number of years with the company 

B. General questions about the job 

1. What is the official title of your present job? 


I_l_L_L _ 1 1 1 1_1 high 

J 1—1—I—J_l l 1_1 high 

I_1_i_J_ 1 1 1 1 i high 

I_L 1_1_l__l_ l_ 1 1 high 

1 1 1 [[ 1 1 1 1 service 

123456789 
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7 - 


How many years have you been in this particular job ? 

For which department or departments are you responsible? 

rep° rtin s to 1 ™ U ? what jobs do they h3Ve ? 

Will you now have a look at these five cards: 

A. Leading the personnel . 

B. Fulfilling production schedules 

C. Maintaining quality 

D. Keeping costs down 

E Developing new products and processes. 

Probably. Si fhese five subjects demand some of your attention. ^.11 you now 
please put the one which demands most of your attention on top, and the others 
below in the sequence in which they demand your attention. 

What kind of special plans do you have for your department in the coming half 

year? 

3 . Checking the relevant measurable dimensions 

1. What sorts of costs must be incurred to keep your department going ? 

2 . Will you now have a look at these 8 cards: 

A. Direct materials cost 

B. Reject cost 

C. Direct labor cost 

D. Indirect labor cost 

E. Maintenance cost of machines and buildings. 

F. Cost of indirect materials, small tools and other supplies 

G. Depreciation of machines and buildings 

H. Energy cost , . . 

(exact descriptions adapted to company situation and terminology). 

Will you now please divide these cards in three groups. 

Costs that cannot be influenced in your department; costs that can 
influenced, and costs that can strongly be influenced in your department. Will you 
please rank the cards in the third group as to the degree of influence your depart- 
ment has on them? 

a Are there any other costs I should include? . . 

4. (possible probing for explanations of rankings that are not obvious). 

D. Information about each measurable dimension 

(This section is repeated for each relevant measurable dimension. The example is for 

direct labor Terminology is again adapted to the company). 

r. Let us first discuss direct labor. Which labor in your department is considered as 

direct ^ 

2 How can you yourself influence direct labor efficiency ? 

3 . What kind of factors outside your reach also mfluence labor efficiency 1 y 

department ? 
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oTl7u“r;eT ^ ° f Vari ° US « <*« efficiency 


Results depend 100% on me/hi 


my¬ 

my sub¬ 

the 

self 

ordinates 

workers 

r 9 

- 9 

r 9 

- 8 

- 8 

- 8 

- 7 

- 7 

- 6 

- 7 

- 6 

- 6 

- 5 

- 5 

- 5 

- 4 

- 5 

- 4 

- 3 

- 3 

" 3 

t: 


f 2 

1- 1 


Results depend 50/50 on me/him 
and on outside factors 


Results depend 100% on outside 
factors 


(Scaie is illustrated by a standard example first - this example deals with packamne 
matenals efficiency m a hypothetical hand packaging department - scores are 
hierarchical levels from top downwards: 2-S-7-5-7) 

6 How f' UCh W l S 'a' dlreCt lab ° r efficienc V in yo«e department over the past period > 

7 ftomthT“ y 7° Ugetin l 0rm ^ onaboutdi « c 'labor efficiencies? 

7 - hrom what source do you get this information ? 

imPreSSi ° n ° f ^ ~ inf —’ system for 

% *At w h hatT ay rV^ he WO ?L erS inf ° rmed ab0Ut dire “ Iabor stan dards ? 
o. At what level of direct labor efficiency is your budgetary standard set? 

' one ™ U thhtt: '“h 0 ' ' ight “ ’ OOSe here? WiU 5 ™ P Iease dck 


too loose 5 Q 

fairly loose 4 Q 

just right 3 □ 

tight, but attainable 2 □ 

too tight x Q 

How are direct labor standards set here? (If interviewee himself plays a role in the 
standard-settmg process): will you please estimate your role in Z dire r Tabo 
standard-setting process and the role of the staff on the following 

labor standarffi-^tring^process^ame scale * c^i) 1 ^ ° U ^ bt « - - * - 

c^Ve^nmylr ' abOT ^ ^ 
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E. General questions about the control system 

i. Do you have regular meetings with your boss and colleagues ? (How often, when, 

\ who participates, which topics are discussed?) 

| 2 . Do you think these meetings are useful ? (Why ?) 

| 3 . Do you have similar meetings with your subordinates ? 

*4 Do you think these meetings are useful ? 

s . Apart from these meetings, how often do you meet with your boss? What 
topics do you discuss with him then ? 

6. Does your boss ever discuss budget variances or other performance figures of your 
department with you ? Which figures in particular ? 

7. Do you receive budget variance reports ? What type of reports ? How frequently ? 
From whom? What figures in them do you study in particular? What use do 
you make of these figures ? 

8. Do you think the budget variance reports are understandable ? 

9 What is your general impression of the financial information system ? 

10. With whom in the controller’s department do you have contacts? How often, 
and about what subjects ? 

11. How wholesome is your relationship with these people? 

12' With what other staff departments do you have contacts? How often, about 
which subjects, and how is your relationship with them? 

13. What are the most important improvements that could presently be made m your 
department ? 

14 * How many guilders’ worth of products passes through your department m a year. 

15 * What value is added to one unit of product passing through your department? 

16.*What value of materials enters your department to make one unit of product? 

17 * How many guilders a year would you save by not hiring one full man ? 

18. *What is the total investment in machinery within your department? 

19. What do you think of the piece-rate system as it is used here? (or any other system 
used to set workers’ wages). 

20. Do the standards that are set influence productivity in this plant ? Why, and which 
standards in particular ? 

21. Would you prefer personally to work with or without standards, or do you have 

4 no preference ? Why ? 

22. Do the standards stimulate you yourself to a better performance? Why or why 
nOt? 

23 If no standards were set, but your instruction would just be to work as efficiently 
as possible, would this make your job heavier or lighter than it is now? Why? 

24. Does your boss, in appraising your personal performance, take into account yoUr 
department’s variances to standards ? 

25. In general, how much say or influence do you feel each of the following persons 
or groups has on what goes on in this plant ? (interviewee scores on scales); 
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little or no some quite a a great a very great 
influence infl. bit of infl. deal ofinfl. deal of infl. 

top management i , 

1 - 1 - L----I 

plant manager l____ , t ( 

line department 

managers i , 

" --—--I----1-_____-j---| : 

line foremen i , 

— -L—-1-_J 

workers L __ , _ j _ ^ 

staff-departments j_ , [ ( 

1 3 5 7 9 

26 ' oT“o y ; u £"ht ? indlcaK on the scaIes what toiW you think ««*«; 

2? ' tfoml “ ° f WCre yOU thinkin 8 of whj k answering the previous ques- 


r. Appraisal 

1. Who appraises your performance ? 

2 . Will you now have a look at these io cards: 

A. Craftmanship and professional knowledge 

B. Department’s results 

C. Working hard 

D. Tactfulness towards colleagues and others 

E. Cost consciousness 

Zeal; being an ‘eager beaver’ for the company 
Insight: observing mistakes and using your brains 
Leadership: getting things done through subordinates 
Personal sympathy of the appraiser 
Quality consciousness. 

Which of the se does, in practice, weigh heaviest in the appraisal of your personal 
performance ? Will you please rank all cards in order of actual weight > ? 

Wh^r/^ y ° U ^ ^ CafdS f ° r y ° Ur aPPrai5als ° f ^ Ur subordinates? 

What kind of department’s results’ were you thinking of? 

How do you judge a person’s cost consciousness ? 

How do you judge a person’s quality consciousness ? 

Do the workers have sufficient cost and quality consciousness? What in vour 
opinion, can be done to improve this ? ’ ^ 

WiU you now please give an evaluation of how your own department is performing 
at present on the following points (tick one for each line) & 


F. 

G. 

H. 

I. 

J- 
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so-so 

satis¬ 

factory 

fairly 

good 

good 

ex¬ 

cellent 

A. Efficiency of 
materials use 


5 

□ 

6 

□ 

7 

□ 

8 

□ 

9 

□ 

B. Reject rate 


□ 

□ 

□ 

□ 

□ 

C. Efficiency of 
direct labor 


□ 

□ 

□ 

□ 

□ 

D. Efficiency of 
indirect labor 


□ 

□ 

□ 

□ 

□ 

E. Efficiency of the use 
of indirect materials 

etc. 

□ 

□ 

□ 

□ 

□ 

F. Meeting produc¬ 
tion schedules 


□ 

□ 

□ 

□ 

□ 

G. Meeting quality 
standards 


□ 

□ 

□ 

□ 

□ 

(A through G adapted to plant situation) 

Will you now rate each of your direct subordinates on 
total job performance? 

the following scale, for his 

so-so satis¬ 

factory 

fairly 

good 

good 

ex¬ 

cellent 



5 

6 

7 

8 

9 



□ 

□ 

□ 

□ 

□ 




10. Could you illustrate your ratings with a short characterization of the working 
method of each of your direct subordinates ? 

11. How do you rate their leadership towards their subordinates: 

authoritarian, democratic or in between ? Please rate the leadership of each of 


your direct subordinates 

on the following scale: 


democratic 


authoritarian 

5 

4 3 2 

1 

□ 

□ 

□ 

□ 

□ 


G. General questions 

1. Will you please try to fill out this attitude survey form ? (See Appendix D 5). 

2. What functions have you had in this company ? 

3. What types of jobs have you had before? 

4. What schools did you attend ? 
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5. Did you ever attend a management development course? What was this course 
about? Did it deal with budgeting and standard costing? 

6. Which part of your job do you enjoy most ? (Why ?) 

7. And which part of your job do you dislike most ? (Why ?) 

8. My questions are finished; do you have any more questions? 

9. Thank you very much for your participation; please do not discuss the content of 
the questions with anybody else in the plant within the next two weeks, because 
you might influence another participant. 


H. Interviewer’s impression 

I. General impression: 

Rating of interview: 

2. Openness low 

3. Understanding low 

4. General cost-consciousness low 

5. Relevance of budget/standards low 

6. Attitude towards the system negative 

7. Duration of the interview: 


123456789 

|_ I I i I 1 I I _1 high 

I 1 I I I i I I 1 high 

I I I 1 I I I I.J high 

I I 1 1 I I J _I_I high 

i I 1 I I I I 1 I positive 


D 4. Attitude survey questionnaire - staff 

For each sentence, the answer scale was the same: 

always mostly sometimes seldom never 

□ □ □ □ □ 

(It was explained to participants that in cases where this time scale does not apply 
literally, e.g. “mostly” must be read as “agreement in most cases”, etc.). 

The sentences used only in the staff survey were the following (there were 40 sentences 
in total; the numbers not mentioned here are the same as those in the line survey, see 
Appendix D 5.): 

4. The line-managers are ignorant about the job done by my department. 

6. Staff departments should leave more to the line. 

8. The directives from head-office are limited to a necessary minimum. 

9. The line managers are insufficiently cost-conscious. 

10. The first task of my department is service to management. 

12. The cooperation between staff departments is smooth. 

18. A main task of budget variance reports is to show superiors where their subordinates 
have failed. 

19. In my department too, efficiency can be improved. 

20. Line-management is sufficiently conscious of the need for reliable clerical data. 
22. Line-management is well convinced of the importance of meeting quality standards. 
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26. The cooperation between my department and the line leaves much to be desired. 

29. My department is insufficiently consulted in plant problems. 

30. My department is undermanned. 

32. I would prefer another job in this company. 

36. The line managers do not spend enough effort to meet production schedules. 

38. Line-management follows our advice. 

D 5. Attitude survey questionnaire - line 

For each sentence, the answer scale was the same: 

always mostly sometimes seldom never 

□ □ □ □ □ 

, (It was explained to participants that in cases where this scale does not apply literally, 

; e.g. ‘mostly’ must be read as ‘agreement in most cases’; etc.). 

The sentences used were: 

1. I like the department I work in. 

2. Budgeting is first of all an accounting tool. 

3. Working comes naturally to most people. 

4. My boss rejects my ideas for improvement. 

5. In this plant my private interests are taken account of as much as possible. 

6. The management information reports I get are sufficiently understandable. 

7. My job makes me agitated and nervous. 

8. Budgets are set here without taking sufficient account of my department’s special 
problems. 

9. I could work as well without standards. 

10. If I am absent for a week, my department still keeps running well. 

11. I enjoy my job. 

12. The cooperation between the line and the production scheduling department is OK. 

13. I think my performance is justly appraised here. 

14. Obedience and respect for authority are the most important virtues children should 
learn. 

15. People nowadays are less willing to carry responsibility than they used to be. 

16. This plant is well managed. 

17. My boss asks my opinion about matters concerning my area of work. 

18. I think trying to attain the standards is a sport. 

19. My boss is continuously working on cost reduction. 

20. The people from the controller’s department have a lack of understanding of 
production problems. 

21. A clear order is better than consultation, 

22. My boss discusses my department’s costs with me. 

23. This plant demands my utmost. 

24. Young people sometimes get rebellious ideas, but as they grow up they ought to 
get over them and settle down. 

25. It would be possible to work much better and at less cost in this plant. 
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26. The cooperation between the line and the industrial engineers leaves much to be 
desired. 

27. I feel under pressure in my job. 

28. My career opportunities here depend first of all on myself. 

29. Taking everything into account, my department runs efficiently enough. 

30. A foreman can well be appraised on his efforts to meet standards. 

31. Subordinates ought to accept their boss’ decisions without reserve. 

32. I know exactly which costs I am responsible for. 

33. I prefer . . . (alphabet etc.) as a place to work above others. 

34. People can be divided into two distinct classes: the weak and the strong. 

35. There is too much paperwork in this company. 

36. Introducing budgeting (standards) has improved efficiency. 

37. If the labor market gets less tight, personnel management will get tougher again 
here. 

38. My boss discusses the qualhy performance of my department with me. 

39. If people would talk less and work more, everybody would be better off. 

40. I enjoyed participating in this C.O.P. Research Project. 
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APPENDIX E 

ASTS OF FACTORS FOR THE FACTOR ANALYSIS 


I. Staff factor analysis 

dumber of cases: 48 
'lumber of variables: 46 

he letters + numbers between brackets refer to the questions in the questionnaire of 
appendix D 2. Numbers without letters refer to the attitude survey questionnaire of 
appendix D 4-D 5. 

'ariable no: 

Type of staff function (1 = budget accounting, o = other) 
l ~7 Plant identification for plant 1 — 6 (1 - belongs to plant, o = does not belong). 
J* Age group. 

I. Classification number of years in present job. 

;o. Classification educational level. 

1. Line experience (1 = yes, o = no). 

12. Interviewer’s impression of attitude towards line (H 6). 

;3. Own estimate of general influence of staff (E 15). 

4. Desired minus actual general staff influence (E 16-E 15). 

5. Desired minus actual general line influence (average over all management levels 
J within the plant; E 16-E 15). 

/> .‘Budgeting is first of all an accounting tool’ - negative (2). 
b- ‘Staff departments should leave more to the line’ - positive (6). 

8 ‘The first task of my department is service to management’ - positive (10). 

p. ‘A main task of budget variance reports is to show to superiors where their subordi- 

J nates have failed’ - negative (18). 

b. Estimated percentage of time spent communicating with the line (B 10 d). 

1. ‘The line managers are ignorant about the job done by my department’ - negative 

j ( 4 ). 

2. ‘The line managers are insufficiently cost-conscious’ - negative (9). 

3. ‘Line management is sufficiently conscious of the need for reliable clerical data 
j - positive (20). 

'f’ <Line mangement is well convinced of the importance of meeting quality standards’ 

| - positive (22). 

5. ‘The cooperation between my department and the line leaves much to be desired’ 
j - negative (26). 

ft. ‘My department is insufficiently consulted in plant problems’ - negative (29). 

7. The line managers do not spend enough effort to meet production schedules’, 
j - negative (36). 

L ‘Line management follows our advice’ - positive (38). 

9. ‘The cooperation between staff departments is smooth’ - positive (12). 

j 

I 
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30. ‘In my department efficiency can be improved 5 - negative (i9). 

31. ‘My department is undermanned’ - negative (30). 

32. ‘There is too much paperwork in this company’- negative (35). 

33. Average judgment about looseness of standards (C 5, average over all relevar 
measurable dimensions). 

34. Maximum role of own department in the standard-setting process (C 3, maximur 
score for any relevant measurable dimension). 

35. Rank order of ‘tactfulness’ in boss’ appraisal (F 2 D). . 

36. Rank order of‘understanding production problems’ in boss’ appraisal (E 2 B). 

37. Boss’ appraisal of total job performance (F 5 in interview with boss). 

38. *1 would prefer another job in this company’ - negative (32). 

39. ‘I like the department I work in’ - positive (1). ) total score 

‘I enjoy my job’- positive (n). ) 

40. ‘My job makes me agitated and nervous’ - negative (7). ) total score 

‘I feel under pressure in my job’ - negative (27). ^ 

41. ‘This plant demands my utmost’ - negative (23). 

42. ‘I think my performance is justly appraised here’ - positive (13). ) tota 

‘My career opportunities here depend first of all on myself’ - positive (28). ) scoi 

43. ‘Working comes naturally to most people’ - positive (3). 

44. ‘People nowadays are less willing to carry responsibility than they used to \ 

be - negative (15). f tota 

‘If the labor market gets less tight, personnel management will get tougher! scor 
again here’ - negative (37). / 

45. ‘A clear order is better than consultation’ - negative (21). \ 

‘Young people sometimes get rebellious ideas, but as they grow older they! 
ought to get over them and settle down* - negative (24). I tQta 

‘Subordinates ought to accept their boss’ decisions without reserve’ scqj . 
negative (31). I 

‘People can be divided into two distinct classes, the weak and the strong’ -j 
negative (34). / 

46. Total number of‘always’ or ‘mostly’ answers in attitude survey (Apendix D 4-D 5] 

E 2. Line factor analysis 

Number of cases: 90 

Number of variables: 60 

The letters and numbers between brackets refer to the questions in the questionnaii 

of Appendix D 3. Numbers without letter refer to the attitude survey questionnair 

of Appendix D 5. 

Variable no: 

1. Hierarchical level (1 = first-line, 2 = higher). 

2-13. Plant and level identification for plant 1-6 and first-line, or higher levels (1 = 
belongs to subgroup, o = does not belong). 

14. Age group. 


$. Classification number of years in present job. 

6. Classification educational level. 

7. Interviewer’s impression of relevance of budget/standards (H 5). 

8. ‘Do the standards that are set, influence productivity in this plant?’ (E 20). ) total 

‘Do the standards stimulate yourself to a better performance?’ (E 22). \ score 

9. Interviewer’s impression of attitude towards the system (H 6). 

o. ‘Would you prefer personally to work with or without standards, or do \ 

you have no preference?’ (E 21). a total 

‘If no standards were set, but your instruction would just be to work as v, score 
efficiently as possible, would this make your job heavier or lighter than it is i 
now?’ (E 23). I 

1. ‘I know exactly which costs I am responsible for’ - positive (32). 

2. Total score on quiz questions about actual performance information and about 
standards (D 5 and D 10, summarized over the 3 best known measurable dimen¬ 
sions). 

3. Total score on general cost-consciousness quiz questions ( E 14, 15, 16, 17, 18). 

4. ‘I could work as well without standards’ - negative (9). 

,5. ‘I think trying to attain the standards is a sport’ - positive (18). 

6. ‘Taking everything into account, my department runs efficiently enough’ - negative 
(29). 

7. ‘A foreman’s performance can well be appraised on his efforts to meet standards’ 
- positive (30). 

8. Overall budget variance for the department in the past 3 months - derived from 
official figures, and classified: 

1 = very unfavorable (loss more than 5% of total added value) 

2 = unfavorable (loss 1-5% of total added value) 

3 = even (favorable or unfavorable variance not more than 1% of total added 

value) 

4 = favorable (gain 1-5% of total added value) 

5 = very favorable (gain more than 5% of total added value) 

Added value — all costs within department minus direct materials. 

9. Own estimate of maximum role in budget setting process (or interviewer’s estimate 
if role is so slight that no own estimate was made) (D 12). 

o. Discrepancy between desired and actual role in budget setting process (D 13-D 12; 
1 = positive discrepancy, 0 — no discrepancy or negative discrepancy). 

1. Own estimate of maximum role in non-financial (technical) standards setting 
process (or interviewer’s estimate if role is so slight that no own estimate was 
made) (D 12). 

2. Discrepancy between desired and actual role in technical standard setting process 
(D 13-D 12; 1 — positive discrepancy; 0 = no discrepancy or negative discre¬ 
pancy). 

3. ‘Budgets are set here without taking sufficient account of my department’s special 
problems’ - negative (8). 

4. Average judgment about looseness of standards (D n, average over all relevant 
measurable dimensions). 
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35- Average judgment about looseness of standards by top plant manager and staf 
people (from interview with top plant manager and staff interviews). 

36. Improvement in performance expected (D 14; total score for 3 most relevan 
measurable dimensions). 

37. Average evaluation of present performance of own department (F 8, average ove 
all lines). 

38. Lack of correlation between own subjective evaluation of performance and ob 
jective budget variance derived from official figures. (See chapter 8 for exac 
method of determination). 

39. Rating of ability, composed of boss’ rating of total job performance (F 9 in inter 
view with boss) and promotability rating by personnel manager (question 4 ii 
Appendix C 3). 

40. Average estimate of own operational control (D 4, average for the three highes 
estimated measurable dimensions). 

41. Own estimate of general influence of own level (E 25). 

42. Desired minus actual general influence of own level (E 26-E 25). 

43. Rank order of ‘department’s results’ in boss’ appraisal (F 2 B). 

44. Rank order of‘cost consciousness’ in boss’ appraisal (F 2 E). 

45. Frequency + usefulness of meetings with boss and colleagues (index on the basi 
of E 1 and E 2 - see chapter 12). 

46. ‘Does your boss ever discuss budget variances or other performance ^ 

figures of your department with you?’ (E 6) ‘My boss discusses the depart- 
ment’s costs with me’ - positive (22). / SCor 

47. ‘My boss rejects my ideas for improvement’ - negative (4) 

‘My boss asks my opinion about matters concerning my area of work’ - ( 1 a 
positive (17). j scor 

48. ‘My boss is continuously working on cost reduction’ - positive (19). 

49. Desired minus actual general influence of staff departments (E 26-E 25). 

50. ‘The management information reports I get are sufficiently understandable’ - 
positive (6). 

51. ‘The cooperation between the line and the production scheduling depart- \ 

ment is O.K.’ - positive (12). i 

‘The people from the controller’s department have a lack of understanding f total 
of production problems’ - negative (20). score 

‘The cooperation between the line and the industrial engineers leaves much l 

to be desired’ - negative (26). j 

52. ‘There is too much paperwork in this company’ - negative (35). 


53. ‘I like the department I work in’ - positive (1). / total 

‘I enjoy my job’ - positive (11). < score 

54. ‘My job makes me agitated and nervous’- negative (7). /total 

‘I feel under pressure in my job’ - negative (27). ^ score 

55. ‘This plant demands my utmost’ - negative (23). 

56. ‘I think my performance is justly appraised here’ - positive (13). ^ total 


‘My career opportunities here depend first of all on myself’ - positive (28). score 
57. ‘Working conies naturally to most people’ - positive (3). 
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5 8 . ‘People nowadays are less willing to carry responsibility than they used to be \ ^ 

t^market gets less tight, personnel management will get tougherj score 

again here’ - negative (37)- x 

— - 5 “ 

i ‘People^ati be divided into two distinct classes, the weak and the strong’ 

5 0 . Stmt of‘always’ or ‘mostly' answers in attitnde snrvey (Appendix D 5). 
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